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THE ECONOMIC JOURNAL 


DECEMBER 1952 


THE GOVERNMENT’S MONETARY POLICY? 


I. Lorp Branp 


I NEED not say how very greatly honoured I feel at your 
election of me as President of this ancient and honoured Society. 
It is certainly an honour which I appreciate deeply and which was 
totally unexpected. Since I am bound to say I do not consider 
myself a trained economist I cannot but deplore very greatly the 
fact that the occasion arose for the election of a new President as 
the result of the sad death of Sir Hubert Henderson. He was a 
friend of mine of many years’ standing for whom I had the greatest 
regard. He is a great loss. Not only had I a deep regard for 
him personally, but I found many of his views on economic 
matters congenial to my own thought. He may have expressed 
views which during recent years have been unpopular with many 
people, but that does not necessarily mean that they were untrue 
or that they will not come back into favour. 

This afternoon the Council has decided to ask certain men with 
large experience of banking and business to address you on the 
Government’s monetary policy, how it works and what effects, 
if any, it has had already and what future effects it is likely to 
have according to their best judgment. Accordingly, Mr. Ensor, 
the Chief General Manager of Lloyds Bank, is going to speak to 
you. After him, Mr. Percy Horsfall will do the same. Mr. Hors- 
fall has had experience for many years not only of international 
banking but also of British industry. Lastly, Sir Maurice Hutton, 
who has had long experience of the City, and recently of industry 
as well, and also long experience as a temporary Civil Servant 
holding important positions, particularly in the Ministry of Food. 
After they have spoken, discussion will be invited from the body of 
the hall. 

I propose to make a few observations by way of preface, but 
they will be very brief. I understand the Government’s monetary 
policy not only to cover the price of money, namely the use of 
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Bank Rate and rates of interest in general, thus bringing to an 
end temporarily the era of very cheap money regardless of 
circumstances which has prevailed for a good many years, but 
also the amount of money through the control of the credit base 
and the restriction of credit in general, through the process of 
reducing the liquidity of the banks as well as through the cessation 
of the automatic provision of funds to the money market through 
the agency of the Bank of England’s “ Special Buyer.’”’ Indeed, 
I regard the second change as at least as important as the actual 
rate of interest itself in changing the climate of opinion and in 
doing something to check the automatic progress of inflation, but 
obviously they go together Our speakers will no doubt have 
much to say on these subjects. I will venture further very briefly 
to define, as I see it, the reasons which, in our circumstances, 
make a stricter monetary policy inevitable, though there are some 
other unfavourable circumstances now plaguing us which can 
hardly be directly affected by it or cured by monetary means. 

The two chief handicaps not directly affected by monetary 
policy from which we are suffering are first of all our very heavy 
external short-term debt, partly in dollars but largely in sterling 
in the form of sterling balances which are now even higher than 
they were at the end of the war. Convertibility of sterling is very 
difficult even to contemplate while this debt remains as it is. I 
consider the efforts we have made over the past six years to 
pay very large sums indeed in redemption of it has had adverse 
effects on our position. 

The second handicap, not directly affected by monetary 
policy, is our enormously high taxation, higher, I think, than 
anywhere in the world. I regard this as in the end likely to have 
more serious effects than anything else on our industry and our 
prosperity in general by its reduction of personal savings of all 
kinds and of capital available to industry. It is now a directly 
inflationary force, but, fundamentally important as I think it to 
be, I have no time to dwell on it now. 

The other great problem towards the solution of which the 
Government’s monetary policy, is of course, directly aimed is 
broadly speaking how we are going to manage not to live beyond 
our means, how we are to pay our way in the world, build up our 
reserves and stabilise our currency, in one word how we can turn 
a very big deficit on our balance of payments into a substantial 
surplus year by year. In so far as we cannot increase our total 
production—and particularly our production for exports, and still 
more particularly our production for exports which directly or 
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indirectly earn dollars—the only other alternative, if we are to 
escape a most serious crisis, is to reduce our own consumption 
both for current and capital purposes so as to diminish imports 
and free more products for export. How can we do this and 
doitintime? Itis this problem above all which the new monetary 
policy is intended to affect directly, by making money less plenti- 
ful and dearer, and bank advances, credit in general and issues 
dearer and more difficult, thus diminishing capital expenditure 
and, by consequences that are well known, current consumption as 
well. Why we are now living so greatly beyond our means is not, 
of course, by any means altogether our own fault. It is due largely 
to the terms of trade. But the terms of trade do not hit us alone. 
They hit many other nations as well, and we, just as they are 
doing, must meet the challenge. Whatever the causes we are 
bound, in order to avoid disaster, to find quickly a remedy or 
remedies. 

It is interesting to note what is said in the new report of the 
Bank for International Settlements, which Lord Keynes once told 
me was he thought the best and most comprehensive of all reports 
of the kind : “ Most free European countries have returned,”’ says 
this report, ‘‘ in the last two years to a more traditional monetary 
policy—not from theoretical and academic considerations but by 
the growing evidence that war-time methods of control—whatever 
their merits in war—have failed in peace to stop the rise of prices 
and to put right the balance of payments.” . . . And again, 
“There is a wide measure of agreement that these new monetary 
policies have had useful results, acted as a brake on prices, and 
helped to restore equilibrium in the balance of payments.’’ No 
doubt our discussion will throw light on the means by which these 
objectives have been reached. 

What we are bound—all of us—to remember, is how extremely 
critical our position remains. As banker to the Sterling Area, 
and in order to build up our reserves and to meet our obligations 
abroad, we must have a considerable surplus on our balance of 
payments. Yet we are still a long way even from equilibrium. 
We are indeed struggling actually not to lose completely control 
of our own fate, since to the outside world, and with our great 
short-term external debt, our position still looks one of very great 
difficulty, tempting to operate against. In such circumstances it 
cannot be expected that any government which. recognises its 
duty should fail, in order to avoid the worst developments, to 
employ a monetary policy, which may well be the most powerful 
weapon it has at its disposal. 
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The immense advantage of monetary policy is its flexibility 
and, if I may use the expression, its penicillin-like qualities of 
affecting every cell in the body economic. Moreover, it can be 
reversed or modified with ease. That as experience shows is by 
no means the case with a policy based on administrative order or 
government regulation or budgetary policy. These are immensely 
clumsy by comparison, and attempts to alter them are apt to 
provoke political reactions, which make any quick changes much 
more difficult. 


I now call on Mr. Ensor to address you. 
BranpD 


II. Mr. A. H. Ensor 


It was with considerable diffidence that I agreed to address 
this learned Society, and I only did so on the understanding that 
I confined myself to the somewhat limited role of a banker’s 
experience in relation to the Government’s monetary policy. It 
would be quite impossible in the short time at my disposal to ex- 
amine that policy in its wider aspects. 

You will, of course, be familiar with the various measures 
taken and the subsequent course of the banking figures and other 
economic indices. It is imagined by some people that monetary 
policy can do all that is required to place our economy on a sound 
basis, whereas it can only play its part in the general plan of the 
economic policy which is being pursued. 

Before turning to the effect upon, and the experience of, 
bankers since November last, I would like to emphasise that it 
has always been the practice of bankers for very many years to 
co-operate to the fullest extent with whatever Government may 
be in power in an endeavour to carry out the financial policies 
which they desired. This co-operation has been particularly 
marked during and since the war period, and tribute has been 
paid to the banks by successive Chancellors of the Exchequer in 
the House of Commons. I am merely mentioning these facts in 
order to remove any feeling there may be that the joint-stock 
banks determine the financial policy of the country. 

The first operation of the new monetary policy took place in 
November last, when Bank Rate was increased to 24% and 
£1,000 million of Treasury Bills were converted into Serial Funding 
Stocks. 

It will be realised that prior to this operation, when the liquidity 
ratio was round about 40%, the banks, if they had not scrupu- 
lously carried out the Government’s lending policy, could have 
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increased their advances without being at all concerned with 
their percentage of liquidity. This position was unsatisfactory 
from the point of view of the banks themselves, in that it left them 
open to criticism, despite the fact that the measure of freedom 
existing was never wilfully abused. 

It is right and proper that monetary control should always be 
in the hands of the Authorities through the medium of the Bank 
of England. That position now exists, and the banks welcome it 
in spite of any liquidity or other difficult problems which may and 
do arise therefrom. 

The effect of the funding operation was to reduce the liquidity 
ratio of the clearing banks to roughly 32%. In the past it had 
always been considered wise and not excessively cautious for 
bankers to maintain their liquid assets ratio at somewhere in the 
region of 30%—sometimes during the tax-gathering season it 
might fall to a slightly lower figure and at other periods rise 
somewhat higher, the cash portion being represented nowadays 
by approximately 8% of liabilities. 

The effect of these changes means that, although the banks 
had been following before to the best of their ability the respective 
Governments’ credit policies, it became necessary for them, and 
they were asked, to be even more selective and restrictive within 
the resources at their disposal. 

Itmeans also that, whereas under the old uncontrolled monetary 
system those in control of the respective banks could be more or 
less indifferent to the liquidity ratio, under present conditions the 
position has to be carefully controlled from day to day, and with 
the vast movement of funds which takes place it is essential for 
those in authority to be cognisant of the daily position. You 
may suggest that, if the supply of Treasury Bills has to be in- 
creased and the banks’ ratio considerably exceeds 30%, the 
lending policy will automatically become more flexible, but I can 
assure you that there is no intention on the part of the bankers 
to depart from the present credit-restriction policy, which will be 
continued so long as the necessity exists. 

Very briefly, the present lending policy of the banks can be 
summarised in the following way : 


(1) Generous assistance is afforded to— 


(a) agriculture ; 

(b) those engaged in the export trade ; 

(c) those engaged in rearmament work ; 
(d) those engaged in other essential work. 














720 THE ECONOMIC JOURNAL [DEC, 


(2) Restrictive lending to the less-essential industries 
with gradual reductions in advances being required. 

(3) Very restrictive lending to private borrowers where 
temporary assistance only is afforded. 


I am very mindful of the fact that bankers are unpopular folk 
at all times, and I fear that in the present conditions of scarcer 
and dearer credit our popularity will not be enhanced. 

Looking back to November last, when the Bank Rate was 
raised from 2 to 23%, I think that that part of the monetary 
change was largely experimental with a view to putting into work- 
ing order, and to trying out, the money market in the City, which 
for so many years had been operating in easy monetary conditions, 
in which any shortage of funds could be readily covered at }% 
through the Authorities. Thenceforward, while the Bank Rate 
remained at 23%, if the market could not obtain all their require- 
ments from the banks, they had to resort to borrowing from the 
Bank of England, which meant that they had to take the required 
loan for a week and pay 4% below Bank Rate for the facility. 
That in itself was a very definite tightening up of the monetary 
mechanism. 

I feel also that the initial change in November, with its 
attendant publicity, was, in addition to being experimental, also 
intended to be psychological, preparing the public for dearer and 
scarcer credit, and indicating at the same time that strict monetary 
control was in future to be exercised by the Bank of England. 

There is little doubt concerning the effectiveness of that 
preliminary operation; it prepared the way for the further 
change in the Bank Rate to 4%, which was announced by the 
Chancellor of the Exchequer in his Budget Speech—an unusual 
medium for such an announcement to be made, but in view of the 
exceptional circumstances, one which could no doubt be justified. 

While a rising Bank Rate has been made effective in the sector 
of the economy with which bank advances principally deal, 1.¢., 
borrowings by industry and the public, short-term money rates 
have not responded quite to the same extent. The present 
structure of those rates is not in conformity with what one might 
expect to see with a 4% Bank Rate. Perhaps the reason may be 
inspired restraint by the institutions concerned. It will be 
appreciated, however, that the anomaly which existed of seeing 
London short-term rates lower than New York has now been 
corrected—our short-term rates are now appreciably higher. 

One salutary effect, which was gratifying to bankers and which 
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emerged as a result of the Budget announcement of a 4% Bank 
Rate, was that those abroad who had built up a bear position in 
sterling and had also refrained from covering their sterling com- 
mitments realised that a sterner monetary control was to be 
enforced, and so proceeded to liquidate their bear positions, the 
effect of which was, at any rate temporarily, to strengthen 
sterling in the markets of the world. I fear, however, that it was 
a temporary phase. 

The change to a 4% Bank Rate took place only in March last 
and it is really rather early, except in very general terms, to give 
a clear indication of a banker’s experience in relation thereto. 

I think it would be true to say that, in so far as active and 
prosperous industrial businesses are concerned, with taxation at 
its present high level, dearer bank credit is not a material factor 
in the cost of production, and therefore would not be a deterrent 
to bank borrowing. It would be a different matter if such 
companies desired to obtain new long-term loans or share capital 
by way of debenture or preference shares and commit themselves 
to high interest rates for a long period of years. From this point 
of view the higher level of interest rates may be having a very 
considerable effect. 

Bank interest ranks as a charge against profits for taxation 
purposes; thus the Exchequer, in effect, pays at least half the 
gross cost of higher interest charges so long as the company con- 
cerned is making profits. 

It has been our experience in the past that the rate of interest 
has not been a very material factor when borrowers seek accom- 
modation from the banks. It is here, therefore, that the other 
side of the present monetary policy must play its part, namely, 
in the active discouragement on the part of the banks of borrowing 
which is regarded as low down in the scale of priorities, reinforced 
by the need to maintain the safe margin of liquidity to which I 
have already referred. This means, of course, the assumption 
of a very high degree of responsibility and knowledge on the part 
of the banker, particularly when he endeavours to enforce reduc- 
tions in less-essential borrowing by old and trustworthy customers. 

But the knowledge that borrowing is to be discouraged, as 
well as made more expensive, does act as an effective deterrent 
to applicants for new finance, particularly in marginal cases where 
a project may be worthwhile if cheap finance can be obtained, but 
would present a greater element of risk if working capital could 
only be obtained on onerous terms. Thus, much new develop- 
ment which might be justified and even highly desirable in normal 
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times will quite rightly be postponed in conditions of credit 
stringency. 

The position of less prosperous concerns, particularly merchant- 
ing houses, if they find themselves with abnormally heavy stocks 
which are not moving, or only moving slowly, may be more affected 
by dearer money, because in addition to being overloaded with 
stock, the value is also probably depreciating. I would not con- 
sider, however, even in instances of this kind, that the interest 
rating is a serious or major factor immediately, but it may become 
so if dearer money continues for any length of time and no 
improvement occurs in their particular trade. 

Nevertheless, it may well have the effect of striking a cautionary 
note to those who over past years have been maintaining stocks 
far in excess of normal requirements. 

You may feel that this is a curious statement to make when 
there has been for some long time a serious shortage of many raw 
materials, but the fact is that stocks in many industries have 
become completely unbalanced, one reason being that when a 
particular material is offered the temptation is to buy all that 
can be obtained in case the offer is not repeated later on, even 
though the quantity is far in excess of requirements. That in 
itself creates an unbalanced position, and requires additional 
finance to carry it. We as bankers have been watching instances 
of this kind for a considerable period, and it may be that the 
position will gradually right itself and the monetary policy may 
play its part in realising that result. 

There is another form of “ stock-piling’’ which stricter 
monetary control may well help to abate; I refer to the retention 
of a redundant labour force when production falls to a point at 
which it cannot be fully employed. There is a natural reluctance 
to dispense with labour when there is a hope that trade may 
revive, nevertheless that is what ought to happen in many cases, 
difficult as it may be for labour to switch from one industry to 
another. That movement is taking place gradually, but there is 
still redundancy experienced in some of the less-essential in- 
dustries. 

This is one of the banker’s most difficult problems, having to 
curtail credit to old and valued customers when it is known that 
redundant labour is being maintained, but it is our duty to do so. 

We are very mindful, of course, that with present inflated 
prices, it is quite impossible for any trading concern to conduct 
the same volume of business as it did in pre-war days with the 
same capital, and in consequence many have had to resort to 
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bank finance, particularly in the absence of a free market for 
obtaining fresh capital. 

It may be of interest if I tell you that many applications for 
advances which are received have to be refused, and scarcely a 
day passes without a number appearing in that category. The 
number of refusals is probably not greater than previously, no 
doubt on account of the fact that the public are now educated to 
the extent that in many cases they know that it is useless to ask 
for bank credit, and we are thus relieved of having to say “ No.” 

There is one very important factor in the credit-restrictions 
policy, and that is the request that banks should refrain from 
lending money for capital expenditure. Although that is not 
normally the function of a banker, immediately after the War we 
did endeavour to afford some help in that direction, in order to 
enable industry to turn round quickly from war to peace-time 
production. In the present financial stringency we can no longer 
follow that policy, but in any event, other than in exceptional 
circumstances, we should not desire to do so. 

Another factor, and a material one in connection with the 
banks’ lending policy, is that for many years no borrowing has 
been permitted for purely speculative purposes. 

Those who are able to turn their minds back to before and after 
the First World War will remember that there were very heavy 
speculative positions being carried on the Stock Exchange, and 
in 1920 there existed a considerable amount of speculation in 
commodities of various kinds. Furthermore, goods were being 
shipped abroad merely on a consignment basis, many of which 
were ultimately left rotting in warehouses or on the quayside. 

When the break came there were disastrous losses incurred, 
the result of which was highly detrimental to our general economy. 
I think that my economist friends would describe it as a series 
of healthy bankruptcies. Those speculative positions do not 
exist to-day with any support of bank finance, and the country’s 
economy is all the healthier for it. 

I am mentioning these points in passing merely as a matter of 
interest, because I feel convinced that if such positions had been 
allowed to exist at the beginning of the War, and had been per- 


mitted to be built up after the War, they would have been a great 


danger to the well-being of the country. I think that the absence 
of that type of borrowing has had the effect of enabling the banks 
to carry out the credit-restriction policy without panic or unneces- 
sarily precipitous action, thus making the operation one of smooth- 
hess, and it has certainly obviated the accumulation of bad debts. 
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In administering a stringent monetary policy it is a relatively 
simple matter to determine what may be termed the essential] 
industries, such as those I have already described, but it is much 
more problematical to classify those in the category of the less 
essential. In so many smaller industries, which at first sight 
may appear to be less essential, one finds a measure of rearmament 
sub-contracting work and maybe some useful export business, 
and it is necessary, therefore, that a full measure of discretion be 
left in the hands of the banker. He may not be always right, 
but every care is exercised throughout the banking system in 
order that the prescribed policy may be carried out with a sense 
of responsibility. 

Personal borrowings are generally discouraged and are granted 
only on a temporary basis. Existing personal advances are being 
gradually reduced, and there is no doubt that the publicity 
afforded to the tightening of credit has had a marked effect on 
this class of borrower. 

I feel that, probably largely as a result of the considerable 
measure of publicity which the new monetary policy has been 
accorded, the general public and industry have accepted the 
position with good grace and, in consequence, have made the 
bankers’ problems less acute and troublesome than might have 
been anticipated. 

Bankers, apart from the many extraneous services they 
provide, are primarily collectors of deposits and lenders of money. 
With the banking system of the country in the hands of a few 
great banks, it is essential that they should conform to the 
financial necessities of the country, and while at the present time 
it is very irksome for any banker to have to refuse a good well- 
secured advance to an old customer, see banking turnover 
severely reduced and investments heavily depreciated, yet it is 
essential that we face these problems while the present policy is 
deemed to be in the national interest. 

While the rearmament programme is in progress it will be 
difficult to appreciate the effect of the monetary policy so far as 
the total of bank advances is concerned, but, in fact, the position 
will be that, instead of seeing a very steep rise under that global 
heading, the increase should be modest as a result of the re- 
strictive-credit policy to the general body of _less-essential 
borrowers. The periodical analysis of bankers’ advances will 
give a clearer picture of the position. 

It will be appreciated that I have made no attempt to consider 
the much wider aspects of the economic problems involved, but in 
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the very short time at my disposal have merely related very 
briefly a bankers’ experience so far as we have progressed. It 
must be realised, however, that the full effects of the policy will 
not emerge quickly, but may well be more apparent during the 


next twelve months. 
A. H. Ensor 


Ill. Mr. P. Horsrarni 


Anything I may say on this subject amounts to no more than 
random reflections drawn from my own business experience. I 
am not qualified to propound or to criticise economic theories, 
and I have certainly no wish to proclaim any political creed. My 
work brings me a great deal into contact with industry, and like 
many others I have been driven to ask myself what the effect of 
the new monetary policy has been on the businesses I know and 
on others like them and whether it has been on the whole good or 
bad. 

The first difficulty we are all in when examining this question 
is that it is not possible to isolate at all clearly or scientifically the 
effects of the new monetary policy from those produced previously 
or simultaneously by other causes. Our industrial and economic 
life is extremely intricate, and it is impinged on at many points 
by events in the outside world. Why a particular thing happens 
may be remarkably obscure. The universal falling off in textile 
demand seems to me to be a case in point. Another and even 
more fascinating mystery is why the ladies, after a period of 
lavish, and if one may say so wasteful, use of the innumerable 
products known as detergents, should quite suddenly have 
decided that their attractions can be overrated. Certainly it 
would be rash to assume that because some of these things have 
happened post Butler, they have happened propter Butler. A 
more reasonable hypothesis is that forces were already in operation 
which the Butler policy has reinforced and accelerated. One 
obvious example from the strictly financial field to which the 
monetary policy is directed is the increasing difficulty of raising 
capital for industry. That is something of which all of us in the 
issuing business were conscious even before Mr. Butler took office. 
No one has more cogently stated the reasons why that difficulty 
should have been experienced than Lord Brand in his address at 
the last annual meeting of the North British Insurance Company. 

The next point which I should like to make is the obvious one 
that the monetary weapon is far less powerful to-day than when 
it was regularly used. Personal taxation reaching 19s. 6d. in the 
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£ and company taxation at 13s. 4d. must mean that the victim 
of higher interest rates is less conscious of the pain intended to be 
inflicted on him. That would be true even if monetary and other 
weapons were used consistently. In fact, not everything that 
has come out of the Treasury in the last nine months is consistent 
with itself. Higher interest rates must tend to discourage ex- 
travagance in industry; the Excess Profits Levy almost directly 
promotes it. Food subsidies are reduced to make us more 
conscious of what food costs to grow, housing subsidies are 
increased lest we should discover what houses cost to build and 
maintain. New television stations are erected with labour and 
material needed for defence, because the voters clamour for them; 
in compensation obstacles are heaped in the way of the sale of 
television receivers, through credit restriction and a preposterously 
high rate of purchase tax. 

When all these qualifications have been given their full value 
I think it is true that the Chancellor’s use of the Bank Rate has 
had far-reaching effects in industry. It has forced manufacturers 
and traders to reduce the money they have locked up in stocks, 
and the movement of stocks is a more effective cure of unbalanced 
production and the scarcity of materials than controls and 
rationing. But the policy has done much more than this. It 
has compelled industrial managements and the boards of in- 
dustrial companies to examine afresh where they were going. 
That I believe to be a good thing. 

The years since the War have been a period of great optimism 
and great expansion in industry. It was natural and right.that 
that should be so, because the war revealed the immense power 
to move obstacles that was inherent in the modern industrial 
machine, as a result of rapid scientific and technological advance. 
In chemistry, in physics, in metallurgy, in manufacturing tech- 
nique the world learnt a great deal between 1939 and 1945. After 
the war, industry in this country set out with enthusiasm to exploit 
those lessons, to modernise and extend its equipment, to develop 
old export markets and to open up new ones, to participate in the 
Dominion pressure for the extension of their own secondary 
industries, and to do all this with an inadequate labour force, 
deployed very often in the wrong places, and an insufficient 
technical staff. 

I have had figures prepared for four important industrial 
companies in four different industries to give some indication of 
what they have been doing. The figures relate to the six years 
1946-51 inclusively. 








- aeoenRe@ 


I — 


_ = SSlUSTlUe 


ad —s vw = cer rs 





1952] THE GOVERNMENT'S MONETARY POLICY 727 


In £ million. 





(a). (b). (c). (d). 


Value of land, | “ditions to 
buildings and land, build- Retained New issues 





Company. - | ings and plant | profits durin 7 
pany: | plant . 9 during the “ ouied.” of capital. 
—- : period. 
1 89 114 89 56 
2 9-3 9-5 26 1:8 
3 14 10-4 21 nil 
4 3-25 8-5 9-5 11-5 

















Notes : The figures shown under (a) are those at which the value of land, 
buildings and plant stood in the books of the Company at the beginning of 1946 
(since every business would need a different multiplier, no attempt has been 
made to convert these figures to 1952 values). 

These figures are intended only to show the scale on which 
companies in different industries have rebuilt and extended their 
capital assets. All this has taken place during a period of rising 
prices ; for a large part of the time in a world clamouring both for 
consumer goods and for capital goods, in a world in fact dazzled 
like ourselves by the vision of possible material progress opened 
by the war and not particularly alive to the financial problems 
involved. The strain on the businesses which have played the 
most effective part in this expansion has been very great, and 
after this tremendous meal they need a period of digestion. I 
believe that need was being impressed on us in any event, and that 
by reinforcing the lesson Mr. Butler has rendered industry a great 
service. In our economic situation no one is looking for rest and 
peace, but we all need a pause, however brief, during which both 
managements and men can learn to make a more efficient use of 
the equipment we have been able to provide ourselves with. 

P. HoRsFALL 


IV. Sm Mavrice Hutrron 


One or two of the points I wish to make have already been 
made by the earlier speakers, particularly Mr. Horsfall. 

The first matter I would emphasise is the difficulty in dis- 
tinguishing consequences arising from a change in monetary 
policy from those arising from other sources. When the Govern- 
ment modifies its monetary policy, it does so in reaction to a 
number of circumstances, internal and external, which are them- 
selves influencing the decisions of the business community. The 
recent raising of money rates and attempts to restrict the volume 
of credit were presumably decided upon mainly as a contribu- 
tion to the solution of our balance-of-payments difficulties. 
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But all those difficulties were probably fully appreciated by the 
business community, and the effects of rising costs of production, 
increased competition overseas, change in the raw material prices 
and the like have undoubtedly led to many actions being taken 
which would have been taken even had the Government not 
changed its monetary policy. 

My own view is that, up to the present, dearer money has 
had, by itself, comparatively little effect. No doubt many firms 
will have found themselves under-capitalised, and those which 
had been carrying large stocks of in-put or of finished materials 
will be influenced by the added cost involved in carrying excessive 
stocks. But I cannot believe that this has been very important. 
I am supported in this view by the uncertainty I have in my own 
mind as to the consistency with which the Government is pursuing 
a deflationary policy. While, on the one hand, we have changed 
monetary policy and a continued level of heavy taxation, on the 
other hand, we have an unavoidable expansion in the rearmament 
programme, and a deliberate policy of increasing investment in 
domestic housing and in certain of the nationalised corporations. 
All in all, it would appear to me that the Government has pretty 
well pledged itself, for one reason or another, to maintain an 
undiminished flow of income in this country. 

This possible uncertainty in the mind of the business com- 
munity as to the true intentions of the Government seems to me 
to be very important. If the community as a whole is convinced 
that the Government, having embarked on a policy, will pursue 
it with vigour, then that will become an accepted factor in the 
determination of their future actions, and the policy will become 
much more effective. If, however, a feeling grows up that the 
Government is indulging in window-dressing or is being half- 
hearted, then the reaction will be much less strong. 

Up to the present, there is one field in which I have no doubt 
that the Government policy is beginning to work and is likely to 
work with cumulative effect, aided, of course, by the general 
circumstances which surround all our economic activities. This 
is the field of long-term capital investment in the private sector of 
industry, and, I would emphasise, especially in those industries 
in which the rate of technical progress is very high. This is 4 
point which seems to me to be of great importance. We live in 
a world where extraordinarily rapid technical improvements are 
possible, improvements which in a few years can make obsolete 
an existing product or process. The demand for new capital 
thereby created is very great, indeed almost insatiable. The 
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tightness of money initiated by the administrative practices of 
the Bank of England and the clearing banks has already had a 
marked effect on the price of new money, risk money, on the 
Stock market. A change of 1 or 2% on the cost of short-term 
money may be insignificant, but to build factories and install 
plant on terms which require an increase of 50 or 100% in future 
income creates a very changed prospect. All that has happened 
in the last twelve months, including the change in monetary policy, 
must certainly have made every Board of Directors in this 
country—at least in the private sector of the economic field— 
look most critically at their plans for future expansion. Up toa 
point, this is all to the good; for there is no doubt that something 
like a boom psychology had been built up in the easy belief that 
almost any real asset was better than money. There must be 
elements of recklessness in such a mood, and, although to be 
reckless is not infrequently to be wise, the chance of capital- 
misinvestment, which we as a country cannot afford, is certainly 
exaggerated. This tendency to play safe must surely be enforced 
by the increasing difficulties currently being experienced in trading 
overseas, coupled with the continuing very high rates of taxation 
on retained profits. Company after company is having to look 
with increasing concern at its cash position. The problems of 
financing not only working stocks, not only export shipments, 
but, above all, new long-term capital investments, are steadily 
increasing. 

As I have said, in the short-run, this mood of increased 
caution has certain benefits. But, in the long-run, it can be almost 
disastrous to this country. And, reverting to the effect of the 
Government’s monetary policy, are there not grounds for assum- 
ing that relatively dear and tight money may be maintained for 
quite a long period of time? That policy was introduced to help 
to counteract our balance-of-payments difficulties. Those diffi- 
culties appear to be almost chronic, and, in what I now say, I am 
going to assume, rightly or wrongly, that dearer money is not a 
short-term corrective, but a longer-term norm. 

This is what causes me some real anxiety. Increasingly, we, 
as a country, will earn our bread and butter by the exploitation 
of new fundamental discoveries in the field of science, and by 
their rapid and economical translation into usable goods. The 
pampered child of all British governments should be the technically 
new industries, and not housing, which, for the most part, can 
give no immediate consumable or exportable product, nor even 
the main public utilities, which service all industry, new and old, 
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domestic and export. Yet does the Government’s monetary 
policy impact on the rate of capital investment in the public 
field, including the nationalised corporations? Does a shortage 
of private savings and a restriction of the credit base seriously 
limit their power of borrowing? Do higher long-term rates of 
interest reduce the total volume of capital investment in this 
field of public industry? I see no signs of it. Apart from some 
reduction in working capital, which is probably desirable, it 
seems to me that the monetary policy of the Government, taken 
in conjunction with its other economic and fiscal policies, is 
calculated to bear most heavily on precisely those segments of 
British Industry which should be the least impeded, namely, the 
technically new, expanding industries which, directly or indirectly, 
must in future be the main support of our exports, and therefore 
of the economic health of our society. 

MavRrice Hutton 








ly 











FULL EMPLOYMENT IN RETROSPECT ! 


Ir is perhaps appropriate that on such an occasion as this an 
opportunity should be taken to bring under review the experience 
of continuous full employment in the post-war period. The 
justification may lie in the fact that while in pre-war years there 
was considerable discussion of the possibility of achieving full 
employment there was also a certain scepticism to be found lurking 
on the fringes of the debate, fearful lest the attainment of full 
employment might involve conditions which would prove 
unacceptable and apprehensive lest the zealots might be found 
guilty of generating soft illusions and false hopes. In the event, 
it has seemed as if the goal had been reached more easily than 
even the zealots had imagined might be possible, and careful 
observers are now troubled by the consequences of the very ease 
with which success has been attained. Certainly seven years of 
full employment have not been free from crisis. Indeed, by 
previous standards, crisis conditions have recurred with a more 
than normal frequency, and to those who find it difficult to suppose 
that there has been an unusual persistence of mere ill-fortune it 
is natural to inquire whether the difficulties of this period may not 
be attributable to the policy, or lack of policy, pursued over the 
same period in matters connected with the level of employment. 

In the pre-war debate the central issue was how full employ- 
ment might be achieved, and the examination of that problem was 
conducted against a background of prolonged and exceptional 
under-employment. If the persistence of unemployment which 
was neither structural nor frictional was attributable to a chronic 
deficiency of aggregate demand, the ways and means of expanding 
aggregate demand to the appropriate level had to be explored. 
What might happen once that appropriate level had been reached 
was not a problem which obtruded itself unduly into the current 
controversy. The maxim about first things being first may have 
suggested that a suitable breathing space would be enjoyed before 
such awkward matters had to be contemplated. The emergence 
of inflation and the phenomenon of over-full employment seemed 
remote possibilities to a world still haunted by the memories of 
deflation. And the Anglo-Saxon world, while it had made its 
contribution to the sum total of inflationary experience, had not 

1 Presidential Address to Section F of the British Association, delivered at its 


Meeting in Belfast, September 1952. 
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participated directly in the more extreme forms of inflation which 
had afflicted much of western Europe within the space of living 
memory. 

Even the new experience of war conditions and their inflation- 
ary effects did little to alter the character of the debate. With 
the recollection of what happened after 1918, it was widely 
supposed that the cessation of hostilities would be followed by a 
post-war boom of comparatively short duration and that there- 
after, if no special precautions were taken, a post-war depression, 
repeating in the main the features of the inter-war depressions, 
would assert itself. Aggregate demand would grow weary and 
flag. Hence the emphasis, both in the domestic and in the 
international fields, on measures which were designed either to 
maintain an aggregate of demand which would otherwise have 
faltered or to prevent the spread of economic misbehaviour from 
the country in which it originated to others which were faithfully 
and innocently following the path of economic rectitude. But 
the anticipated situation did not arise. The post-war boom 
showed no signs of disappearing. Apart from the economic 
consequences of uneasy peace, several factors combined to keep 
employment at a high level. In particular, there was an increased 
propensity to consume, natural enough as a post-war phenomenon 
but reinforced by fiscal measures which were designed to bring 
about a more egalitarian distribution of national income; and 
there was a high rate of capital investment not balanced by an 
equally high rate of domestic saving. The result was inflation 
and over-full employment, with the aggregate of demand pushed 
to a point which involved severe strains on the economy. There 
would, I think, be a broad measure of agreement among econo- 
mists on the ground covered by this brief survey. In what 
follows I propose to consider certain of the implications of the 
resulting situation. 

At the outset it may be pertinent to inquire whether there is 
any clearly defined point at which the level of employment passes 
over from a state of fullness to one of distension or over-fullness. 
The attempt to answer this question in terms of particular percent- 
ages of employment or unemployment is arbitrary, however 
convenient it may be as a working guide. Lord Beveridge ’ set 
the fashion in this direction in 1944, when he suggested as “a 
conservative aim ”’ that full employment might be taken to mean 
the equivalent of 97% of employment. But Professor Ohlin* has 
1 Full Employment in a Free Society, 1944, p. 128. 

2 The Problem of Employment Stabilisation, 1950, pp. 5-6. 
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rightly pointed out that in full employment the percentage of 
employment is relatively low where labour mobility is low and 
where great economic disturbances are occurring and relatively 
high “in countries with quiet economic conditions, a well- 
organised labour market and a skilful adaptation of public works 
to local surpluses of labour.” The search for precision, however, 
has been maintained. In 1950 the Economic and Social Council 
of the United Nations recommended that each government should 
publish ‘‘ as soon and as precisely as is practicable the standard 
by which it defines the meaning of full employment as a continuing 
objective of policy, such standard being expressed, wherever pos- 
sible, in terms either of employment percentages or of absolute 
numbers of unemployed or in ranges of such percentages or 
numbers; and thereafter publish such revised standard as may 
become necessary from time to time.” An analysis of the replies 
from governments to a United Nations questionnaire was subse- 
quently published.1_ The Canadian Government declared that it 
had “ not found it practical to adopt for Canada any arithmetical 
formulation of a full employment standard ”’ having regard to its 
rapidly expanding economy and its peculiar susceptibility to sharp 
seasonal and climatic variations, fluctuations in crop yields and 
the vagaries of the export trade in primary products. The 
British reply referred to a standard, expressed as a percentage 
of unemployment at the seasonal peak, of 3% of the total 
number of employees, equivaient to }% less if stated in terms 
of the total civilian labour force when account is taken of employers 
and self-employed persons. The United States Government did 
not determine its standard by reference to any “definite and 
unalterable percentage of the labour force,” but had adopted 
a procedure whereby the President in his economic reports to 
Congress announced year-by-year employment goals which might 
act as guides for economic policy. The Swedish Government did 
not attempt to adopt a full-employment standard “ and probably 
will not do so since, at least with regard to Swedish conditions, it 
is felt that a rigid fixing of such a standard will not do so much 
toward helping to maintain the present full employment.’ The 
Belgian Government gave a statistical definition of full employ- 
ment and estimated that this definition would allow for an unem- 
ployment percentage of 2-9 of the total civilian labour force or 3-7 
of the labour force available for hire. This excursion into the 
niceties of the decimal point may be set against the disarming 
simplicity of the reply of the Kremlin that ‘“‘ there is no un- 


1 Problems of Unemployment and Inflation, United Nations, 1951. 
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employment in the Union of Soviet Socialist Republics and full 
employment of the population is assured.”’ 

The answer must be sought, not in terms of employment totals 
or percentages, but in terms of the effects on the economy of the 
measures taken to increase or maintain the level of employment. 
These measures consist basically in operating on the flow of 
money incomes. Whether or not that is accompanied by public 
works or by planned expenditure is of secondary importance. In 
a condition of extensive under-employment, increasing the flow of 
money incomes though charged with inflationary possibilities 
does not display the usual symptoms of inflation in the early 
stages. Some of the “slack ’”’ of unemployed resources will be 
taken up with prices and wages substantially unaffected. Sooner 
or later, however, the character of the process alters. Employ- 
ment continues to increase, but prices and wages also move 
upwards, and strains and stresses, which increase in prominence 
as full employment is approached, appear within the economy. 
In the course of the same process, moreover, the volume of imports 
increases under the influence of rising home demand, while export- 
able commodities are diverted into the channels of home 
consumption, and the exporting industries experience increasing 
difficulties in attracting or retaining labour and capital which 
would enable them to expand their exports. 

Of course, there may be special factors which either add to 
or subtract from this simplified account. In our own case we 
sacrificed, during the war period, large amounts of our overseas 
investments and the income therefrom. We received gifts and 
loans from overseas to assist our post-war recovery, and we allowed 
much of that external aid to be transferred to our overseas 
creditors. And the adverse movement in the terms of trade 
obliged us to exchange a larger quantity of exports for a given 
quantity of imports. But these factors affected the setting of the 
problem rather than the problem itself, and should not distract 
us from the main issues. 

Here we may add, though the point is one to which we shall 
have occasion to return, that where we are concerned with an 
over-stretched economy the problem of relative prices acquires 4 
greater significance than the problem of general prices because 
it is movements in relative prices which affect the allocation of 
resources, and it is that allocation of resources which is so liable 
to become unbalanced when inflationary forces are at work. | 
would not suggest that in an under-stretched economy relative 
prices count for nothing, but by comparison with the situation 
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with which we are now concerned their significance is less. Where 
there are “ pocketfuls of slack ’’ abundantly scattered throughout 
the economy an increased demand in one direction is not likely 
to be satisfied only by withdrawing resources from other lines of 
production. Ina general absence of “ slack ” it is a very different 
type of problem which must be resolved. 

Two further considerations may be mentioned. (a) When a 
close approach to full employment has been reached, unless there 
is an increase in capital proportionate to the further increase in 
employment—requiring, in the absence of external subventions, 
an increase in the volume of saving—productive resources will 
be spread more thinly over the widening field of employment so 
that we get the emergence of bottle-necks and a tendency for 
production in the aggregate to slow down. If this occurs while 
the flow of money incomes continues to increase, the inflationary 
“gap” is widened and the stage is set for further difficulties to 
come. (b) But the upward movement in prices is unlikely to be 
allowed to proceed unchecked. In an attempt to restrain the 
price-wage-price spiral, price controls and subsidies are introduced 
for what are deemed, for some social reason, to be the more 
important items of production, and the inflation becomes sup- 
pressed. At this stage the price mechanism is deprived of one 
of its main functions in the allocation of resources, and this occurs 
precisely at the time when the problem of relative prices has 
increased in significance. What I might call the “ natural” 
distortions of the structure of prices which are a concomitant of 
the ordinary processes of inflation are now supplemented by the 
artificial distortions which result from the attempt to suppress the 
effects of these inflationary forces. These two sets of distortions 
are not necessarily of the same kind, nor do they necessarily 
operate in opposite directions. And even if they do, there is no 
reason to suppose that the second set will exercise a compensating 
or correcting influence over the first. Bottle-necks, shortages and 
delays are therefore liable to become even more conspicuous, and 
in spite of a general appearance of overall activity a deterioration 
both in the quantity and in the quality of production may set in. 
Excesses of aggregate demand no less than deficiencies can lead 
to a wastage of productive power. Nor is this type of situation 
eased by an over-zealous concern for the claims of equity, especially 
if, as is probable, the claims of equity are advanced in disregard 
of the claims of cost and profitability. Subsidised prices for 
scarce commodities are calculated to stimulate the demands 
for such goods and so intensify the shortages. They certainly 
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do nothing to ease the pressure on the limited supplies which are 
available. 

The failure to grapple with the inflationary element in the 
over-full employment situation has been the principal weakness 
in the direction of economic affairs in recent years, a weakness 
which is manifested both by the real strains which are developed 
within the economy and by the recurring exhortations to industry 
to step up its productive efficiency. It cannot fail to be a source 
of surprise that a policy which claims to have raised the level of 
employment to so high a point should find it necessary, if aggregate 
supply had kept pace with the increase in aggregate demand, to 
insist on still greater productivity as a means of preventing an 
industrial recession or of checking inflation. I hope that nothing 
which is said here will appear to discourage the many efforts which 
have been made to respond to these appeals, but it must be made 
clear that increases in productive efficiency are always desirable, 
and that they have no particular relevance as a means of preserving 
fullemployment. The fact that special exhortations of this kind 
are thought to be important by the public authorities may be 
taken as some evidence that aggregate demand has exceeded 
aggregate supply and that increased production is required as a 
means of closing the gap. And we do well to remind ourselves 
that Government has at its disposal an alternative method of 
achieving the result—by reducing aggregate demand to the 
appropriate level. Indeed, if the appeal to industry is to be 
effective it imposes upon government an obligation not to frustrate 
the response of industry by action which will keep the gap as wide 
open as it was before the appeal was made. 

Apart from the internal stresses created by these inflationary 
forces, there is a likelihood of a persisting balance-of-payments 
deficiency which indicates a failure to adjust the economy to the 
international framework within which it works. In these circum- 
stances, if equilibrium is to be restored, some means must be found 
for contracting the internal demand for imports to the level of 
export earnings and for that purpose a variety of measures may 
be employed, ranging from import cuts to new or larger budget 
surpluses and from higher interest rates to currency devaluation. 
It is not difficult to conceive of circumstances in which any one 
of these measures would be preferable to all the others, and some- 
thing will depend upon whether the balance-of-payments problem 
is an ephemeral or an enduring one. [If it is the latter, as in the 
situation which we are now considering, the appropriate method 
may have to be drastic and comprehensive, and it must be one 
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which does more than suppress the symptoms. Import cuts, apart 
from their inflationary nature if taken in isolation, cannot make 
any strong appeal except as an interim measure pending the 
introduction of other more effective arrangements. The budget 
method of restoring equilibrium is slow to operate and cumbersome 
in its application. Currency devaluation, though on occasion 
presenting itself as the least objectionable of the available alterna- 
tives, is not a suitable instrument for repeated use, and if unsup- 
ported by other measures may merely postpone the fulfilment of 
the crisis to a later date. Higher interest rates, powerful though 
they may be in their application, may, if relied upon by themselves, 
create complications in other directions. When crisis conditions 
exist, however, or when they are developing with speed, it is fatal 
to refrain from any action because each of the possible actions 
which may be taken is inconvenient or hurtful in particular 
quarters. The greater the neglect which has permitted the 
inflation to develop, the more certain it is that the corrective action, 
when it is taken, will be hurtful. 

I come now to two features of the debate which have received 
considerable prominence, though usually in isolation. One 
concerns the hopeful search for solutions by the method of inter- 
national co-operation; the other concerns the tendency for price 
inflation to be followed by cost inflation within the economy, with 
a consequent apparent shifting of responsibility for the inflationary 
process, and in particular the hope that salvation may be found 
through the adoption of a new “ wage policy.”’ 

In both instances the possibility of success depends upon the 
relevance of the action to the problem to be resolved and, as it 
happens, in the case of the first, much of the discussion which has 
taken place has been relevant to a situation which certainly had 
been anticipated but which has not as yet arisen. It might in 
fact be said that the approach to the problem of international 
co-operation had not succeeded in re-orientating itself to the facts 
of the post-war situation. The point here is one which it is perhaps 
worth while to develop. 

Full employment, according to the now familiar argument, 
requires the adoption of a particular economic policy at home. 
But a country with trading relations abroad is exposed to the risk 
that forces originating outside its territories and over which it has 
no direct powers of control may inflict significant damage to the 
particular high level of employment which it was hoped to main- 
tain. It was perhaps true that a diminished foreign demand for 
the products of the exporting industries might, in terms of aggre- 
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gates, be offset by an expansion of demand in other directions, 
but there could be no assurance that the compensating demand 
could or would be located in a manner which would take up the 
“slack ’’ in the exporting industries. Some measure of excuse 
may be permitted to those who are mildly impatient with the 
serene dwellers in the realm of economic aggregates and we do 
well to remind ourselves, in this place, if reminder is necessary, 
that in certain of these matters aggregates like patriotism are not 
enough.! On the other hand, a foreign trade may be essential 
to the most economical deployment of a country’s resources and 
the attainment of the highest living standards, so that complete 
immunity from this vulnerability is not to be contemplated. In 
these circumstances the problem arises of the possibility of 
stabilising the external forces which might be responsible for 
disturbing repercussions on the level of employment. In the 
post-war years the frustrating recurrence of balance-of-payments 
crises in this country has done much to encourage the view, to 
my mind wrongly, that our difficulties have been in the main of 
foreign origin. 

Under Articles 55 and 56 of the Charter of the United Nations 
member nations placed themselves under an obligation to take 
joint and separate action to promote higher standards of living 
and full employment. If, then, the full employment of one 
country is placed in jeopardy by reason of forces operating abroad 
there would be a presumption either that some other member or 
members were not adequately fulfilling their obligations under 
the Charter or that there were sources of instability which could 
not be controlled except by joint action. In recent years three 
Reports by committees of experts appointed by the Economic 
and Social Council of the United Nations have considered means 
for reducing or regulating this type of instability. The first? 
dealt, inter alia, with the problem of stabilising the flow of 
international trade. The second ° was concerned with the partic- 


1 In December 1951, before the recession in the textile industry, the unem- 
ployment percentage in Northern Ireland was 8-5 as compared with 1-4 in Great 
Britain as a whole and 2-8 in Wales and Scotland, the Regions in Great Britain 
which had the highest rates. In April 1952, after the start of the textile recession, 
the rate in Northern Ireland was 10 as compared with 2-2 in Great Britain as a 
whole and 4-8 in the North-western Region, where the incidence of the recession 
was most pronounced. It may, of course, be conceded that Lord Keynes was not 
unaware of the limitations of an argument which laid its principal stress on 
economic aggregates. Cf. General Theory of Employment, p. 286. 

2 National and International Measures for Full Employment, Ecosoc. U.N., 
December 1949. 

3 Measures for the Economic Development of Under-Developed Countries, Ecosoc. 
U.N., May 1951. 
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ular instability of countries which were wholly or mainly suppliers 
of primary products. And the third + was charged with the task 
of formulating “‘ alternative practical ways ”’ of dealing with the 
problem of reducing the international impact of recessions while 
at the same time having regard “to the problems of under- 
developed countries, which are specially vulnerable to fluctuations 
in international commodity markets and to related fluctuations in 
the terms of trade.”’ 

The recommendations contained in the first of these Reports, 
apart from those which were of a domestic character, fell into 
two main parts. (a) Countries which undertook long-term foreign 
investment should fix their aggregate foreign lending, both on 
private and on public account, for five years ahead, and should 
undertake to make good any difference between the actual flow 
and the anticipated flow, this to be done through the medium of 
the International Bank for Reconstruction and Development. 
(b) Countries which experienced a reduction in their exports 
through a falling-off in foreign demand should be entitled to obtain 
a special allowance of foreign exchange to enable them to meet the 
deficits on their balances of payments without resorting to cuts in 
their own imports which would be reflected in reduced demands for 
the exports of other countries. For this purpose, countries whose 
imports had fallen off and who were therefore in surplus on their 
balances of payments on current account should be required to 
lend back to the deficit countries any increase in their own 
foreign-exchange reserves which resulted from the decline in 
their imports, this to be done through the medium of the Inter- 
national Monetary Fund. 

The measures thus suggested would clearly not be sufficient in 
themselves, since they would be limited to restraining the spread 
of a recession consequent upon one country’s lapse from full 
employment. Countries whose exports had declined would 
require to take supplementary measures either to maintain employ- 
ment in their exporting industries or to absorb in other employ- 
ments the redundant labour attached to these industries. But 
that task, though formidable, would be less intractable than the 
corresponding task where the initial lapse from full employment 
was allowed to transmit itself cumulatively through a dwindling 
volume of international trade. Nevertheless, the proposals were 
not regarded as practical by the governments which were repre- 
sented on the Economic and Social Council. The Report of the 
third committee—that of the second need not be dealt with here 


1 Measures for International Economic Stability, Ecosoc, U.N., November 1951. 
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in detail—which was given the task of presenting alternative 
measures, made three proposals: (a) international commodity 
agreements designed to stabilise particular world commodity 
markets; (b) an increase in the resources of the I nternational 
Bank for Reconstruction and Development to enable that institu- 
tion to expand the flow of its lending in the event of a recession; 
and (c) increased facilities by the International Monetary Fund 
to members confronted with temporary difficulties in their balances 
of payments. 

I cite these Reports because they appear to reflect much of 
the contemporary thinking on the international aspects of full- 
employment policies. Criticism of the Reports has been confined 
in the main to the practicability of the measures proposed. But 
there are three comments of a more general character which suggest 
themselves. First, there is the same disconcerting pre-occupation 
with economic aggregates which has already been mentioned and 
which may obscure other quite basic elements in the problem. 
Foreign lending is regarded primarily as a source of employment. 
The worthwhileness of the investment in terms of profitability is 
of secondary importance. As I write these lines there comes to 
me Professor Frankel’s refreshing essay on Some Conceptual 
Aspects of International Economic Development of Underdeveloped 
Countries. Professor Frankel remarks with justice that “ the 
discussion about the amount of capital which should be made 
available by the United States for underdeveloped countries has 
frequently been based not on the opportunities actually available 
for its economic wse but on alleged ‘ calculations ’ as to how much 
the United States economy must ‘invest’ abroad (in the aggregate!) 
to ‘ maintain ’ full employment, export industries, etc., at home.” 
Such is one of the consequences of “ the view that economic 
development must be determined by collective objectives ex- 
pressed in the symbolism of aggregate statistical abstractions.” 

Second, it cannot escape notice that the Reports concentrate 
on a situation in which a significant lapse from full employment 
has occurred in one of the trading countries. The main purpose 
of the proposals is to prevent the spread of recession. What they 
do not consider with corresponding thoroughness is the situation 
which arises where one of the countries by an over-zealous pursuit 
of full employment releases inflationary forces on a scale which 
generates over-full employment and finds itself confronted with 
an acute balance-of-payments crisis. And yet that is the situation, 
rather than the one to which the experts were asked to address 
themselves, which, in our own case, has arisen on three occasions 
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since the end of the War. It may be conceded that the decision 
to appoint the first committee was influenced by the symptoms 
of recession which had developed in the United States during the 
first half of 1949, and which, it was feared, might have widespread 
repercussions elsewhere. But the other problem had already 
presented itself on a scale sufficient to warrant the most careful 
examination, and with the speedy recovery of the American 
economy the case for its examination was more immediately 
justified, even if the result of the investigation might be mainly 
negative. For the situation in which a balance-of-payments 
crisis arises from inflation and over-full employment at home the 
proposals put forward by the experts are irrelevant. In such a 
situation the countries which find themselves in surplus on their 
balances of payments are not in that position through their own 
failure to maintain a high level of employment. They are in 
surplus on account of excessive importing by some other country 
which has failed to keep its own inflationary proclivities within 
proper bounds. In these circumstances it is unlikely that those 
countries which find themselves in surplus will be prepared to 
lend back to the deficit country whatever increases have occurred 
in their foreign-exchange reserves. If this were not so, there would 
be no limit to the extent to which an erring country could live 
on its neighbours. Similarly, the proposal, in the third of the 
Reports mentioned, to extend the scope of international commodity 
agreements for the purpose of stabilising particular commodity 
markets takes no account of the additional strain which could be 
imposed on such schemes by countries with recurring balance-of- 
payments crises consequent upon their own domestic policies. 
In the post-war years the temptation to attribute one’s own 
misfortunes to the cupidity or neglect of one’s neighbours has been 
exploited by partisan interests to an unpardonable degree, in 
disregard both of the historical record and of moral candour. 
International co-operation in the field of economic affairs has an 
important and useful function to perform, but we do it no service 
by charging it with tasks which it cannot accomplish. The 
balance-of-payments crisis which has recurred in this country is 
not one which by its nature is capable of solution wholly or mainly 
by international action, however much its repercussions may be 
felt by other countries whose governments have taken a stricter 
view of their economic responsibilities. 

Third, and at the risk of some repetition, it may be observed 
that the measures proposed have a common link with most of the 
schemes which have been evolved in connection with employment 
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policy in the last eight years. They have involved plans to cope 
with the type of problem which was prominent during the inter- 
war depressions. And they have an inflationary bias in so far ag 
they have been more concerned with the maintenance of demand 
than with the maintenance of supply. It may be that the occasion 
will yet arise when projects with this type of bias will deserve more 
practical consideration, but to apply them when precisely the 
opposite type of bias is appropriate is to make for instability and 
disharmony rather than the reverse. 

I come now to the second of the two features of the debate 
which I mentioned earlier—the tendency for price inflation to be 
succeeded by cost inflation, and the desire for a new wage policy. 
In the Report on National and International Measures for Full 
Employment there is some recognition that the general responsi- 
bility which falls upon governments for maintaining the stability 
of the price level is enhanced by their adoption of full-employment 
policies and that to avoid a wage-price spiral “ it is essential that 
steps should be taken to ensure that the stimulation of effective 
demand is carried only to the point required to maintain full 
employment and not in excess of this amount.’’ + To this impec- 
- cable sentiment no exception can be taken. There is also some 

recognition that ‘‘ an inflationary price spiral could occur if labour 
unions, farmers’ groups, trade associations, cartels or business 
monopolies pressed for increased earnings in such a way as to 
produce a continuous upward pressure on prices.” But it is 
not particularly helpful to read under the rubric of “ recom- 
mendations ”’ that ‘if there is evidence of a continuous general 
upward pressure of money wages exceeding substantially the rate 
of increase of productivity and leading to offsetting price increases, 
the situation requires such action by the government, jointly with 
organised labour and employers’ associations, as would ensure 
that any wage increases that may be granted will not result in a 
general wage inflation. The character of the action to be taken 
would naturally depend upon the conditions ruling in each 
country.” ? It is impossible not to contrast the imprecision of 
this section of the Report with the elaborate confidence with which 
the recommendations in the field of international action are set out. 

The issue here is generally discussed in terms of wage policy. 
An excess of aggregate demand creates conditions which are 
favourable to wage increases which push prices up still farther. 





1 National and International Measures for Full Employment, Ecosoc. U.N., 
December 1949, p. 43. 


2 Op. cit., p. 44. 3 Tbid., p. 85. 
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So long as we think of full employment in terms of its popular 
version “‘ more jobs than men ”’ we are contemplating a situation 
which is charged with a high inflationary potential. It is difficult 
to feel satisfied with the debate which has centred round this issue. 
Lord Beveridge’s solution ! fell into two parts. (a) The central 
organisations of labour should endeavour to formulate a “ unified 
wage policy ” to ensure “ that the demands of individual unions 
will be judged with reference to the economic situation as a whole.” 
This wage policy, we are told, would depend in part upon the 
behaviour of prices, and it should be the business of government to 
preserve a stable price level. If prices were kept steady, money 
wages might be allowed to rise in keeping with rising productivity, 
or at an even greater rate if the share of the national product which 
goes to labour is toincrease. But the emphasis is ona co-ordinated 
wage policy rather than on a particular wage policy and we are 
left with the solace that ‘‘ organised labour in Britain has suffi- 
ciently demonstrated its citizenship and responsibility to justify the 
expectation that it will evolve, in its own manner, the machinery 
by which a better co-ordinated wage policy can be carried through.” 
(b) Under full employment “ wages ought to be determined by 
reason, in the light of all the facts and with some regard to general 
equities and not simply by the bargaining power of particular 
groups of men.” “This suggests, not that there should be a 
continuance in peace of the compulsory arbitration which has been 
accepted in war, but that collective bargains should in general 
include a clause for arbitration by an agreed arbitrator, in default 
of agreement between the parties.”’ ? 

There is, of course, no evidence that organised labour has made 
or is likely to make any serious effort to formulate a wage policy 
in the sense in which Lord Beveridge has used that expression. 
Trade-union autonomy in these matters is a highly cherished 
prerogative which would not be surrendered lightly. However 
much union leaders may appear as advocates of central economic 
planning, they have no desire to allow this type of planning to be 
applied to the affairs of their own organisations.* In this respect 
their instincts may speak more wisely than their counsellors. And 


1 Full Employment in a Free Society, 1944, pp. 199-200. 

® For all practical purposes this condition, as regards arbitration, now in fact 
exists. 

3 It is true, I think, that most exponents of the virtues of central economic 
planning are reluctant to “‘ plan wages ” and show a tenderness to the trade unions 
which is noticeably absent from their treatment of other private institutions and 
activities. An exception to this is to be found in Professor Barbara Wootton’s 
Freedom under Planning. 
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in any event it is the particular wage policy resulting from the 
co-ordinated effort to which importance should be attached and 
not merely the fact that a co-ordinated policy had been evolved. 
Are we to take it as axiomatic that the co-ordinated wage policy 
of organised labour could not be other than wise? I find it 
impossible to subscribe to the simple faith which would answer 
this question in the affirmative. 

In suggesting this scepticism I do not animadvert on the 
behaviour of trade-union leaders. We have no ground for 
supposing that in matters of public responsibility these leaders are 
significantly different from those who are to be found in other 
spheres of activity. But their normal responsibilities are towards 
their members, and the entire basis of trade-union organisation 
becomes an anachronism if the main business of trade-union leaders 
in conditions of full employment is to behave as economic super- 
men in the formulation and execution of a nationally co-ordinated 
wage policy. Whoever would presume to undertake this task | 
would certainly be least qualified for its performance, since the 
appropriate qualities would include not merely a disinterested 
regard for the public well-being and the advantage of his own 
union but also the possession of a degree of knowledge to which no 
responsible person would lay claim. 

The assumption of the proposal is, of course, that a unified 
wage policy would be more modest in its claims than one which 
merely emerged out of the diverse pressures exercised separately 
by the several unions. I cannot with any confidence accept this 
view, and it cannot be supposed that the truth of the proposition 
is self-evident. And if we look to those instances where a national 
wage policy has been attempted with or without the concurrence 
of the trade unions the results are not remarkably encouraging. 

In Germany a wage stop was introduced in 1933 when unemploy- 
ment was high and maintained when unemployment was low, but 
in the latter period it was subject to much evasion, and in any 
case was accompanied by a drastic curtailment of many of the 
normal trade-union functions. In this country we have had 
voluntary wage restraints for which some measure of success may 
be claimed, but if we are to take a long view and contemplate the 
prospect of permanent boom conditions it is difficult not to suspect 
that the nebulous principles outlined in successive White Papers ? 
will evoke diminishing responses with the passage of time. The 
mood of the decalogue is hardly a suitable foundation for long- 





1 Price Stabilisation and Industrial Policy, 1941, Cmd. 6294; Statement on the 
Economic Consideration affecting relations between Employers and Workers, 1947, 
Cmd. 7018; and Statement on Personal Incomes, Costs and Prices, 1948, Cmd. 7321. 
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term policy. In the United States the stabilisation efforts of 
the National War Labour Board from 1942 to 1946 and of the 
Wage Stabilisation Board since 1950 have been criticised on the 
ground, among other things, that they were expressed in general 
rules which lacked flexibility. In Holland the system of wage 
control operated by the College of Arbitrators cannot be said to 
have provided a model for obvious imitation, and in the countries 
of Scandinavia since the lifting of the ban on wage increases it 
would be difficult to say on what principles the national wage 
policy has been based. 

Despite this discouraging history, the hope still lingers that 
means may yet be found for making an appropriate wage policy 
more specific. Running through the British White Papers is the 
idea that wage movements, other than those which are in response 
to marked changes in the cost of living, should follow the course of 
industrial productivity. Lord Beveridge lent his support to this 
notion in a passage which has already been quoted. Similarly 
Professor Hansen ! has suggested, more guardedly perhaps, that 
“in some industries it should be possible to include in the collective 
bargain provision for a systematic schedule for wage increases 
based on over-all productivity trends’ and that “ this schedule 
should be subject to periodic review.”’ In this way, we are told, a 
rational price policy would become possible. “ If a systematic 
upward-moving schedule of wage increases were instituted, based 
on the general gains in productivity for the economy as a whole, 
then also a continuous pricing programme could be instituted 
designed to give consumers their share in exceptional cost-reducing 
improvements through lower prices. In this manner the interests 
of the general consuming public, together with the interests of 
employers, could be met by a continuous process of adjustment 
equitable to all parties concerned.”’ 

In fact, of course, and without reference to undue complications 
there are in this connection three lines of policy from which to 
choose. (a) The price level might be stabilised and general wage 
movements allowed to vary directly with productivity. (b) The 
wage level might be stabilised and general price movements allowed 
to vary inversely with productivity. And (c) price and wage 
levels might be stabilised and hours of work allowed to vary 
inversely with productivity.2. This third possibility may, however, 


1 Economic Policy and Full Employment, p. 247. 
* In 1950 the American Federation of Labour invited the Economic and Social 
Council of the United Nations to place on the agenda for its 10th Session an item 
concerning the international reduction of working hours as a consequence of 
rising productivity, and this was referred to the I.L.O. 
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be regarded as a modification of the first, and need not be considered 
separately. If we confine ourselves to the first two we may say 
that, in the one case, increases (or decreases) in productivity would 
be reflected by higher (or lower) wages, while in the other they 
would be reflected by lower (or higher) prices. In the first case 
there is a primary responsibility upon government to keep the 
price level stable and perhaps to provide a satisfactory index of 
general productivity; in the second there is a greater primary 
responsibility upon the trade unions to ensure that the wage level 
shall not be disturbed. On general grounds it is perhaps less 
difficult to envisage the fulfilment of the first of these responsi- 
bilities than the second, however discouraging may have been 
the experience of recent years, but the margin of confidence is not 
great. 

- It is not impossible to contemplate collective agreements which 
incorporate sliding scales based on an index of productivity, but 
those who have favoured this type of arrangement have not 
examined it in detail. Professor Hansen suggested that the 
device might be introduced “in some industries ’’ only, though 
the index of productivity which he had in mind was one which 
would reflect ‘‘ the general gains in productivity for the economy 
as a whole.”” An alternative possibility is that, for wage-scaling 
purposes, each industry might have an index of its own produc- 
tivity. These two possibilities may be considered separately. 
(a) If wages are to be geared to an index of general productivity, 
assuming that there should be a broad acceptance of the proposi- 
tion that wages and productivity should be connected by a 
mechanical link, those industries in which productivity increased 
by more than the average might be expected to earn more than 
average profits. It would then fall to the trade unions in those 
industries to resist the pressure from their members to participate 
in that greater prosperity by means of even greater wage advances. 
And on the employers’ side, greater prosperity would provide a 
legitimate ground for an expansion which would require the 
attraction of a larger labour force, but if they were only allowed to 
pay higher wages on the basis of the general productivity index 
for all industry they would suffer a restraint on their ability to 
attract labour. In so far as relative wage movements influence 
the occupational and industrial distribution of labour a wage- 
productivity link of the kind proposed would do damage to the 
normal working of the wage-mechanism. These considerations 
may well be conclusive in themselves, quite apart from the 
unpopuiarity among wage-earners of any arrangement whereby the 
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size of their pay packets is determined by remote principles which 
cannot be visualised in terms of their own individual efforts. (6) If 
wages are geared not to an overall productivity index but to an 
index for the industry in which the work-people are employed 
some of the difficulties which have been mentioned become less 
potent. Trade unions would follow more closely their accustomed 
role, and the wage structure would retain a greater measure of 
flexibility. The objection that industrial boundaries are blurred 
and that the same occupation often cuts across a number of 
industries would, on the other hand, be more troublesome. But 
there remains a more important difficulty. A labour shortage 
may occur in an industry even though no increase has been recorded 
in that industry’s productivity index. In such a case the industry 
would be prevented from attracting to itself, by the offer of higher 
wages, the additional labour which would overcome that shortage. 
And under conditions of full employment, if inflationary pressures 
are to be kept in check, the need for a reasonably flexible wage 
structure as a means of ensuring a proper distribution of labour is 
even greater than under conditions of less than full employment. 

It has already been suggested that in a fully-stretched economy 
the problem of relative prices acquires particular significance. 
The same is true of the problem of relative wages. To meet this 
point Professor Lerner has suggested that the general level of 
wages might be allowed to rise in proportion to the long-run 
overall rate of progress in the productivity of labour, that for 
each industry an “index of relative attractiveness ”’ should be 
constructed, and that relative wages should be adjusted by 
reference to theseindices.1 There isno reason to suppose, however, 
that the application of this proposal would have either the 
simplicity or the merit which its theoretical formulation would 
suggest. Not merely is the number of occupations much larger 
than is commonly supposed—and I suspect also by Professor 
Lerner—but their edges do not generally admit of sharp definition. 

I am obliged to reject the view that a national or a unified 
wage policy would provide an answer to the problem which 
confronts us. On the contrary, there is reason to suppose that 


1 Economics of Employment, pp. 209 ff. The index of relative attractiveness is 
defined as ‘‘ the ratio between the number of people who are qualified and ready 
to work in the occupation but have not been able to get a job there and the number 
of people actually employed in the occupation” (p. 214). ‘‘ The wage policy 
then consists of rules indicating that wages should in general rise at a rate equal 
to the rate of increase in productivity (about 3 per cent. per annum), that wages 
should rise faster where the index of relative attractiveness is sufficiently less than 
the national average, and that wages should be frozen where the index of relative 
attractiveness is sufficiently greater than the national average ” (p. 219). 

No. 248.—voL. LXxIl. ‘ 











748 THE ECONOMIC JOURNAL (DEC, 


such a policy would operate through general rules which, far from 
making the wage structure more flexible in response to the require- 
ments of a stretched economy, would add to the rigidities which 
already exist. And if we recognise the assumptions on which the 
case for a national or unified wage policy is usually based, we may 
reasonably infer that the attempt becomes superfluous if the 
inflation can be prevented. 

The problems to which I have referred in this Address are 
mainly problems of maladjustment thrown up by the failure to 
keep a full-employment policy within its natural bounds and 
rendered more intractable by the measures taken to suppress 
the effects of inflationary forces. A more troublesome problem, 
however, still remains. The pursuit of a full-employment policy 
carries with it a strong inflationary propensity, and it is for con- 
sideration whether serious inflation is an essential accompaniment 
of such a policy. We have the view of Professor Pigou ! that 
“a moderate inflationary tendency, if it enables unemployment 
to be kept at a low level, would be well worth enduring. It is 
doubtful, however, whether a moderate inflation would prove 
sufficient to ensure a really good employment situation.” At 
least we may say that it is easier to disregard the prudencies and 
allow the twin evils of over-full employment and inflation to 
develop than to maintain a “ high and continuous level of employ- 
ment ”’ in the absence of inflation. But it is the more difficult of 
these tasks to which our energies should be directed, and the 
experience of recent years should strengthen our resolve. For 
inflation not merely deals harshly with those whose money 
incomes are fixed or inflexible; it afflicts the economy in ways 
which do damage to its efficient performance; and it leaves a 
legacy of administrative encumbrances not justified in their 
own cause but only as the hasty and embarrassing response to a 
situation which need not have been allowed to develop.? It is 
no part of the purpose of this Address to examine the monetary 
and fiscal measures which have been taken in the course of this 
year to deal with the latest manifestation of crisis conditions. In 
the long run these particular measures, successful or unsuccessful, 
will appear as part of the treatment of a short-term situation. 
But we, and other countries, are committed to the pursuit of 
full employment as an object of long-term policy, and much 
remains to be done to ensure that the end may be achieved 
unencumbered by the instabilities which have been experienced 


1 Lapses from Full Employment, 1945, p. 72. 
2 Cf. Eucken’s This Unsuccessful Age and Introduction by Professor Jewkes. 
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in recent years. We do no service to the public if, in the flush of 
enthusiasm for the end, we minimise or conceal the perils which 
attend the adoption of particular measures. Otherwise full- 
employment policies will be taken in Gratiano’s fault : 


Thou art too wild, too rude, and bold of voice— 
Parts that become thee happily enough, 

And in such eyes as ours appear not faults; 

But where thou art not known, why, there they show 
Something too liberal. Pray thee, take pain 

To allay with some cold drops of modesty 

Thy skipping spirit; lest through thy wild behaviour, 
I be misconstru’d in the place I go to, 

And lose my hopes. 


D. T. Jack 
University of Durham. 











THE REDUCTION OF FLUCTUATIONS IN THE INCOMES 
OF PRIMARY PRODUCERS 


THE principal purpose of this paper is to present proposals for 
reducing the violence and magnitude of temporary fluctuations 
in the incomes of primary producers, whether due to variations in 
prices or in the size of the crop, with as little effect as possible on 
the rate of adaptation of supply to long-period changes in demand. 
The proposed method is self-adjusting in the sense that there can 
be no loss of contact with the trend of prices or of incomes; it 
explicitly aims at smoothing fluctuations in incomes, rather than 
in prices; and its adoption would render possible more accurate 
forecasting of the flow of producers’ incomes in the territories 
concerned, for a year or two ahead. 

It is also intended to show that the measures most widely 
adopted in recent years have served not only to prolong the 
difficulties they were intended to solve, but have also tended to 
restrict supply; and that this applies largely both to measures 
designed to raise producer incomes and to those designed to 
constrict them. 

Our proposals for a new method of stabilisation, or more 
precisely for smoothing, are outlined in Section VII. Earlier 
sections present the difficulties which they are designed to over- 
come in a brief review of the principal methods adopted in recent 
decades for the raising, maintenance or stabilisation of primary 
producers’ incomes. 


I 


The inelasticities of supply and demand, especially of short- 
period supply, are the principal factors responsible for the wide 
price fluctuations of primary products, and particularly of 
agricultural products. These price fluctuations in turn have often 
brought about wide fluctuations in incomes. 

Price fluctuations are, of course, not the only reason for the 
instability of incomes of primary producers. Variations in weather 
conditions or in the incidence of pests frequently cause wide 
fluctuations in output. When the output of a given area forms a 
large proportion of the total supply available to a particular 
market, or to the world as a whole, or where the output of com- 
petitive areas is similarly affected, the loss of income due to a 
smaller output may be partly, wholly or even more than wholly 
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offset by higher prices. Where, however, the area affected is in 
competition with other areas which have not suffered similarly, 
the fall in output will not be compensated by higher prices, and 
producers’ incomes will fall. Nevertheless, it seems that unless 
they are due to a major natural disaster, variations in producers’ 
incomes caused by crop fluctuations rarely induce Governments to 
take offsetting measures. 

When, on the other hand, the fluctuations in producers’ incomes 
are due to changes in prices, governments have frequently and 
increasingly intervened on the largest scale, both to maintain 
incomes when prices are low and in recent years to restrict them 
when prices are high. Unfortunately, in devising measures to 
reduce fluctuations in incomes governments are confronted with 
the difficulty that such measures also tend to reduce or prevent 
the adjustment of supply to changes in demand as expressed 
through price, and thus to extend the very difficulties which their 
actions are designed to mitigate. . 

Moreover, the measures for raising, maintaining or stabilising 
incomes seem to have a generally restrictive effect owing to an 
asymmetry in their operations. In periods of low prices efforts 
to maintain prices and incomes are frequently accompanied by 
measures to restrict output (or at least the supply reaching con- 
sumers), as otherwise the assistance to producers might increase 
supply. But no comparable compensatory action is possible to 
offset the adverse effects on output of measures taken to restrict 
producer prices and incomes in periods of high prices. 

Thus government intervention tends to restrict output of 
primary products in periods both of low and of high prices, in the 
former in order to raise prices received by producers, and in the 
latter as the result of keeping them down. These results are 
particularly unfortunate in an epoch which may be one not merely 
of cyclical fluctuations, but also of a long-term trend in the 
direction of increasing shortage of primary products, and especially 
of foodstuffs, in relation both to the growth of population and to 
the output of manufactures. 


II 


Since the First World War there have been frequent examples 
of government action to assist primary producers, especially 
agricultural producers, by supporting the prices received by them. 
The following list, which is, of course, not exhaustive, recites the 
principal types of official action taken between the wars for the 
maintenance of producer prices and incomes: tariff protection 
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and quotas; levy subsidies (duties, the proceeds of which are used 
to subsidise home producers); straight subsidies financed out of 
general revenue (with or without conditions for increasing or 
restricting production on the home market or for export); the 
granting of monopoly powers to producers’ organisations, with 
or without the power to restrict production and entry, or to 
practise price discrimination; stock-holding schemes; statutory 
restriction schemes (unilateral or international) affecting export 
products. Although these various measures were often intended 
to even out temporary fluctuations, they were usually designed to 
raise more or less permanently the incomes of producers. It was 
generally impossible to distinguish between measures designed to 
even out fluctuations and those intended to raise incomes. 

The measures varied, of course, with such factors as the 
budgetary position of the government, the distribution of political 
forces, the attitudes to State intervention and so forth. But 
their form and scope were also affected by such factors as the 
relation between home-produced supplies and imports, the 
position of the particular product in the national economy 
(especially in the cash economy) and, for export products, the pro- 
portion which they bore to the actual or potential supplies on the 
world market. Thus tariffs and quotas cannot be used to assist 
producers of export crops, and the former may be ineffective 
where the supply of imports is inelastic; straight subsidies 
financed out of general revenue are impracticable where the 
commodity is the most important cash product of the country; 
and unilateral restriction or stock-holding measures are likely to 
fail where the exporting country has no effective monopoly. 

In general, these measures tended to maintain or to raise 
producer incomes by restricting supplies. This was particularly 
evident in the measures of assistance to producers of export crops 
where these products played such a large part in the national 
economy that producers could not be assisted effectively by 
subsidies financed out of general revenue, and had, therefore, to 
be helped by means of restriction schemes. In the 1930s and 
until the war these schemes covered such leading staples of 
international trade as rubber, tin, tea and sugar. 

These were the most important governmental measures for 
maintaining the incomes of producers of commodities which were 
largely exported,! and they were to some extent the counterpart 

1 Some of these schemes or their remnants are still formally in existence, and 


their revival is often canvassed. Whenever there is a substantial fall in the prices 
of primary products, their resuscitation can be expected. 
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or obverse of the present-day stabilisation measures which 
curtail the incomes of producers. An examination of these two 
most important types of intervention serves to bring out their 
restrictive effects. 


Ill 


The restriction schemes were comprehensive cartels in which 
the participating countries were allocated shares, usually known 
as basic quotas, and the participants undertook to restrict pro- 
duction or exports to certain percentages of these quotas as 
prescribed by a central committee or council. Within the 
participating countries individual producers received shares in the 
basic quotas (usually known as assessments); the right to pro- 
duce for sale or to export was statutorily confined to those in 
receipt of assessments; and producers were restricted to specified 
percentages of their assessments varying with the degree of 
restriction. Both the basic quotas and the assessments were 
generally fixed with reference largely to performance in a base 
period. Establishment of new capacity was prohibited or 
severely restricted and, again, confined largely to producers already 
established. 

As long as a scheme remained comprehensive these arrange- 
ments secured the objective of raising prices, which under some 
of the schemes were several times higher than they would have 
been in their absence. Indeed, they were so successful (within 
their formal terms of reference) that while at their inception some 
of the schemes were regarded as short-term emergency measures, 
by the late thirties they were seen as permanent organisations. 
Yet their operations were open to serious objections, some of 
which are familiar, while others are less well known. 

They raised costs as well as prices, and did so in several ways. 
They protected the high-cost producers and restricted the growth 
of lower-cost suppliers; they inflated costs of all producers by 
enforcing under-capacity working, which pressed especially 
harshly on low-cost producers; and in some instances the pro- 
visions of the schemes discriminated substantially against the 
lowest-cost producers. These results were especially marked 
when a particular section of producers had special influence in 
the establishment and administration of a restriction scheme. 
At times this had important political and social repercussions ; it 
is an inevitable result of these schemes that, where they operate, 
political and administrative decisions directly influence not only 
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the level of incomes but also the relative positions of different 
sections of producers. 

The cost of these measures to consumers was clear. Legs 
obvious was the burden borne by those would-be producers who 
were barred from entry by the operation of the schemes. Where 
the production of the commodity affected by restriction offered 
much the best available occupation (and it was often the only 
really profitable cash crop) the barrier bore harshly on large 
numbers of the local population; and where those excluded from 
the establishment of small plantations or smallholdings were 
forced back on subsistence production and/or more or less casual 
wage earning, this had serious adverse results on economic 
growth as well as on the political stability of the territories 
concerned. Under these schemes, and especially those for rubber 
and tin, there were rapid fluctuations in the value of exports, 
in the volume of production and in employment. This feature 
was inherent in their aims and methods of operation. 

Most of the schemes were established as emergency measures 
to raise prices and, at least ostensibly, to enable readjustments 
in production to take place in the producing territories whose 
economies were threatened with collapse by the sharp fall in 
prices. But they became quasi-permanent organisations for the 
protection of high-cost producers, and in some cases for the 
suppression of low-cost rivals. And as their aims were only 
vaguely defined (e.g., to raise prices “‘to levels reasonably re- 
munerative to producers ”’) both the target prices and the level 
of supplies fixed by the regulation committees were arbitrary 
and unpredictable. 

Thus even as a method of raising incomes, regulation schemes 
have serious disadvantages; and these apply even more to the 
use of such schemes as a method for stabilising incomes. 


IV 


With the rise in the price of primary -products in recent years, 
measures have appeared designed to prevent or reduce the 
increase in prices and incomes received by producers. In many 
countries governments have taken action, usually by differential 
exchange rates or export taxes, to withhold from primary pro- 


1 Some contrary tendencies still operate for certain products. Thus some 
pre-war restriction schemes remain technically in force; farm products are still 
subsidised in certain marketing countries, and the U.S. parity scheme can be 
used to maintain farm prices, but not to reduce them. But this does not affect 
the present argument. 
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ducers part of the price they would otherwise have received for 
their products. When, as is frequently the case, the proceeds 
of such taxes are used, directly or indirectly, to subsidise local 
secondary industries, the operation exercises a double effect on 
the terms of trade between manufactures and primary products ; 
for, on the one hand, it reduces the output of food and raw 
materials, and on the other, it simultaneously stimulates the output 
of manufactures. Of such measures it can only be hoped that the 
continued worsening of the terms of trade for manufactured goods 
will ultimately counteract the mystique of industrialisation, and 
cause at least some of its believers to consider whether the greater 
real incomes to be obtained from developing the output of primary 
products may not justify a change in policy. 

In addition to measures explicitly designed to reduce the 
incomes of primary producers, stabilisation schemes have been 
introduced in recent years, with the ostensible objects of with- 
holding temporarily part of their incomes in periods of high 
prices, and supplementing them in periods of low prices. The 
most drastic and ambitious schemes, both as regards the pro- 
portion of the prices retained and the size of the funds thus 
accumulated, operate in West Africa, where they cover practically 
all agricultural exports, notably cocoa, oil-palm produce, ground- 
nuts and cotton. The history of these important organisations 
and schemes and of their methods serves exceptionally well to 
illustrate the difficulties latent in the idea of price stabilisation. 

Statutory export boards with monopoly powers were set up in 
West Africa during the war for opposite reasons—for cocoa in 1939 
because of a feared collapse in demand; for oil-seeds in 1942 
because of a diminution in supply after the loss of the Far East. 
The organisation responsible for cocoa was first the Cocoa Control 
of the Ministry of Food, then the West African Cocoa Control 
Board and from 1942 the West African Produce Control Board, 
which also assumed the control of oil-seeds. For cocoa the boards 
secured approximately market prices, but almost from the 
beginning began to accumulate surpluses by withholding from 
producers part of the net proceeds. Oil-seeds, on the other hand, 
the board sold to the Ministry of Food at prices far below those 
paid to other Empire producers for similar bulk supplies. 

In 1947 the very low prices paid by the Ministry for oil-seeds 
were raised somewhat, but a large part of the increase was with- 
held from the producers and the Board began to accumulate 
surpluses on oil-seeds and palm oil as well as on cocoa. 

Altogether, the West African Produce Control Board handed 
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over £43 million to its successor boards in Nigeria and in the Gold 
Coast. For cocoa some three-eighths of the net distributable 
proceeds were withheld from 1939-40 to 1946-47 (when the Cocoa 
Boards began operations); for ground-nuts about one-half, and 
for oil and palm produce about two-sevenths, were withheld from 
February 1947 to April 1949, when the successor boards took 
over. These proportions do not allow for export duty, or for 
sales effected below market prices. 

In two White Papers, Cmd. 6554, published in 1944, and Cmd. 
6950, published in 1946,! the British Government announced the 
intention of continuing the export monopoly for cocoa after the 
war as a device for price stabilisation. The stated purpose of 
the policy is well set out in the following quotation from Cmd. 
6950 : 

“* By fixing a steady buying price in advance of the sale 
of each season’s crop the Boards will cut the link between 
the price of cocoa in West Africa and the day-to-day price 
on the world market. Accordingly, in some seasons when 
world prices are high, the price paid to the producer will be 
less than the average realization on overseas sales. The 
Boards will, on such occasions, show a ‘surplus.’ There 
will, however, be other seasons in which the average world 
price is below the price paid to producers. On these occasions 
the Boards will make a ‘ loss,’ which will be financed from 
the ‘surpluses’ accrued in years of high world prices. The 
intention is that ‘ profits’ will be utilised primarily to 

-maintain the maximum possible stability in the price paid 

to the producer.” 

The period over which this levelling process would take place 
was left unspecified, but it was clearly expected to be short, and it 
was specifically and categorically stated that there could be no 
question of the boards making a profit at the expense of the 
producers. To quote Cmd. 6950 again : 

“It will be apparent from the above description of the 
boards’ proposed method of operation that there will be no 
question of their making a profit at the expense of West 
African cocoa producers . . . thus on the average of a period 
of years . . . the average price paid in West Africa will be 
substantially equal to the average net price realized on world 
markets, and the boards’ buying and selling transactions will, 
therefore, approximately balance.” (Our italics.) 

Between 1947 and 1950 a number of other marketing boards 
were set up to take over the export of the other products handled 

1 Report on Cocoa Control in West Africa 1939-1943 and Statement on Future 


Policy. Cmd. 6554 of 1944. Statement on Future Marketing of West African 
Cocoa, Cmd. 6950 of 1946. 
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by the West African Produce Control Board. Apart from their 
statutory monopoly powers of export, the boards also have 
extensive powers over the local operations of processors and 
dealers. They now cover practically all agricultural exports, 
including some quite insignificant products. 

Rarely can official statements of policy have been more 
rapidly belied than those of the White Paper of 1946. From the 


TABLE [ 
Summary of the Operations of the Marketing Boards 





| | | Surplus 
a | Average | Surplus | per ton 
| F.o.b. | f.0.b. | (includ- | as % of | Total 
ducer cost | price | ing _ | producer) annual 
| Pric® | per ton !| realised |interest)| price | surplus 
per ton (£). per ton | per ton | (i.e., (d) | (£mn.). 
| (£). | s). | (£). |as % of 


| (a). 











| 
'@ |! eo | @}]@ | @!] & 
Gold Coast Cocoa | 
1947-48 ; : 75 | 88 | 201 | 117 | 183 | 24 
1948-49 .| 121 | 139 136 | —05 | —05 | —O1 
1949-50. : 84 | 110 | 178 | 71 | 86 | 18 
1950-51 (est.) . | 130 | 172 | 270 | 101 | 78 | 28 
Nigerian. Cocoa | | 
1947-48 .| 638 | 70 | 195 | 126 200 | 9 
1948-49. . .| 120 | 1385 | 188 | 8 | 7 0-8 
1949-50 ; .-| 100 | 117 | 178 | 68 | 6 | 7 
1950-51 (est.) .| 120 | 157 | 270 | 119 | 99 | 12 
Nigerian Palm Oil | | | | 
i49 . Cw Cw] 40 | | | CB | CO 
1950. ; .| 40 | 52 | 65 | 18 | 32 | 2 
1951 (est.) | 53 | 70 88 | 18 | 34 2-7 
Nigerian Palm Kernels | | 
1949. ; .| 2 | 38 | 4 | 12 | 4 | 32 
1950. ; ; 6 | «| 41 /] 8 | 382 | 88 
1951 (est.) | & i} @& 60 | 18 | 55 | 54 
Nigerian Ground-nuts | | 
1949-50. .| 2 | 8s | w@ }] 8 |] Oo | 8 
1950-51 (est.) .| 21 | 37 | 64 | 27 | 129 | 4-2 
Nigerian Cotton | | | 
1949-50; | i @!| wl ml 1-2 
1950-51 (est.)  .| 37 | 47 | 107 60 | 162 1 





1 Price paid to producers, plus transport and handling costs to port, plus 
export duty. 


time of its publication in November 1946 until March 1949, when 
the West African Produce Control Board concluded its operations, 
this organisation was accumulating large surpluses, which as we 
have seen represented a substantial part of sales proceeds. And 
its policy was continued by its successors. Detailed review of 
the operations is not possible here, but the general effects of their 
activities are clearly shown in Table I. 
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It will be observed that so far only for one product (Gold 
Coast Cocoa) and for one year (1948-49) has there been an in- 
finitesimally small draft on the reserves. For all other products 
and other years the Boards have had continual surpluses, usually 
very large. The great bulk of these surpluses are held in London, 
where they form part of the overseas-owned sterling balances. 
Column (e) shows the percentage ! by which prices paid to pro- 
ducers could have been increased out of the receipts for the 
current year, without drawing on reserves. An unweighted 
average of the eighteen percentages is 78, and in eleven of the 
eighteen cases the percentage is over 50. 

Table II shows the total surpluses? accumulated by the 
Marketing Boards up to the end of 1951. As the accounts for 
1951 had not been published at the time of writing, the figures 
contain a small element of estimation : 


TABLE II 


Surpluses of the Marketing Boards to the End of Crop Year 1950-51 
(or Calendar Year 1951) 























(£ million). 
Taken over 
ag} ll Surplus on Total 
Produce Con-| °Perations. surpluses. 
trol Board. 
Gold Coast Cocoa Board . 14 67 81 
Nigeria Cocoa Board : ‘ 8 29 37 
Nigeria Oil Palm Produce Board 1] 20 31 
Nigeria Ground-nut Board : 10 7 17 
Nigeria Cotton Board ‘ : 0-2 2 2 
45 125 168 





The aggregate of these surpluses is not far short of the total 
amounts paid to the producers since the inception of these boards 
in 1947 and 1949 respectively. The surpluses of these boards 
have been so large that they could maintain the average level of 
payments to producers paid since their inception for about three 


1 These percentages exclude export duties and also understate the burden on 
producers in various other ways; some of these are indicated below. 

2 The term “surplus ”’ is used instead of ‘‘ reserves,” since in some instances 
a minor part of the accumulated surpluses has been allocated (though generally 
not yet spent) for specific purposes or to other organisations, and is, therefore, 
formally no longer part of the boards’ general reserves. For this reason the 
figures do not agree in every case with the published reserves of the boards, 
though they do agree very closely with the figures of the annually accruing 
surpluses. 
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seasons (i.e., for about as long as they have been in existence) 
even if they gave the crops away. 

When considering the burden of this system on producers 
certain factors are relevant which are not shown in the tables. 
Over the greater part of the period of statutory marketing the 
prices realised for oil-seeds and cotton by the selling organisations 
were far below those received by other bulk suppliers. Secondly, 
the surpluses are computed after the payment of heavy export 
duties which are included in costs. These duties have been 
rising rapidly in recent years, and were raised sharply in 1950 and 
1951. These increases were made politically possible by the 
operations of the boards, since in view of the large surpluses 
increases in the duties do not directly affect producers; thus the 
rates and levels of the duties are to some extent a function of the 
surpluses. 

If we add to the amounts retained by the Marketing Boards 
the sums collected by the Government in export taxes, we find 
that the deductions from the incomes which producers would 
have received if the full proceeds of their output had been allowed 
to reach them are well over 50%. If expressed as a percentage 
of net income, after payment of the expenses of production, the 
rate of tax would be still higher. This is a level of taxation 
incurred in this country only by those who earn incomes of well 
over £5,000 a year. In recent years the average annual cash 
income of Nigerian ground-nut producers was perhaps of the 
order of £5.1 | 

During these years, when the incomes of producers have been 
so drastically restricted, prices of the imports on which they 
spend a large proportion of them have been rising sharply. The 
terms of trade of the producers have therefore been depressed, 
not only relatively to what they would have been and to those 
enjoyed by producers of similar products in other countries, but 
often even absolutely. 

In the long run this underpayment of producers cannot fail 
adversely to affect the incentive to produce and to maintain and 
extend capacity. The implications of the damping of incentives 
inherent in these price policies are particularly serious because 
producers in other territories have for years been receiving far 
higher prices and have therefore been under a correspondingly 
greater inducement to plant, replant, extend and improve their 
holdings. Thus, the policy which in the short period depresses 


1 It will be seen from Table I that the proportion of distributable proceeds 
withheld from ground-nut producers since 1949 has been well over half. 
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the standard of living of the producers, in the long run also tends 
to undermine their competitive position. 

It might have been thought that by generally keeping prices 
to producers far below sales proceeds and below prices ruling in 
world markets the Boards would have been able at least to increase 
their stability and reduce the violence of their fluctuations, 
Unfortunately, it is not possible to substantiate even this claim. 
As Table III shows, the annual amounts paid to producers by the 
Cocoa Boards have actually fluctuated considerably more from 
year to year than have the amounts received by the Boards 
from the sale of the crops : 

TaBLeE III 
Actual and Potential Combined Money Incomes? of Cocoa Pro- 
ducers in the Gold Coast and Nigeria 

















| Actual. Potential. 

| As % a ray 

| £ million. et Sod £ million. a ee) 
1947-48 19-9 100 529 =| S100 
1948-49 46-6 234 463 | 88 
1949-50 30:8 155 549 =| 104 
1950-51 45-0 226 820 8 8=6| 155 

(est.) | 





1 * Actual Incomes”? means the total proceeds paid out to producers. 
‘** Potential Incomes’’ means the combined total receipts of the Boards from the 
sale of the crops less all expenses. 

The de-stabilisation of the incomes of cocoa producers was 
largely the result of the steep reduction in the producer price in 
1949, following a very slight draft of reserves in the Gold Coast 
for the previous season. This draft was less than 1% of the 
accumulated surplus and also less than 1° of the total proceeds 
for the season. This minute draft on reserves induced the Board 
to cut the producer price from 65s. to 45s. per 60 lb., or by about 
30%. This was the largest absolute and the second largest 
proportionate fall in annual cocoa prices in the Gold Coast since 
the compilation of official records. 

It is not possible to prepare a similar table for the other major 
crops, for the other Boards have not been in existence long enough 
for the construction of such a series. It is, however, possible to 
discern some tendency towards the de-stabilisation of incomes in 
the figures for ground-nuts and cotton. The exportable crop of 
ground-nuts was almost halved between 1948-49 and 1949-50 
and declined further in 1950-51. Yet the producer price was 
increased only very slightly between the first two years and left 














nds 


ices 
x in 
ase 
ns, 


the 


om 
rds 


ars. 
the 


as 


st 
he 
ds 
rd 
ut 
st 
ce 











1952] FLUCTUATIONS IN INCOMES OF PRIMARY PRODUCERS 761 
unchanged between the next two years, with the result that 
incomes of producers were far less in 1949-50 and 1950-51 than 
they had been in 1948-49; their real incomes declined even 
farther, as the price of consumer goods rose by about a quarter 
over this period. This policy was pursued in spite of the fact that 
in all three years the Board had very large surpluses. The policy 
of the Cotton Board and the experience of the cotton producers 
have been similar. 

The threat of inflation and the need for stabilisation are the 
principal lines of argument officially advanced in support of the 
price policies of the Boards.? 

The suggestion that, in order to prevent inflation, incomes have 
had to be severely restricted below the sales proceeds of exports 
implies, of course, that the British authorities have pursued a 
deliberately exploitative policy in accepting the essential products 
supplied by West Africa (or their foreign-exchange equivalent), 
while refusing to make available even an approximately equi- 
valent volume of imports to the much poorer populations of 
West Africa. While there may have been elements of such 
a policy in the allocation of certain commodities, and while 
the price policies of the Boards were no doubt welcome to the 
British authorities by reducing the claims on the British economy, 
it is clear that such a policy did not operate throughout this 
period over the whole range of imports;? and the suggestion 
that it did is an extremely grave accusation of British colonial 
policy. 

Nor is it quite clear how far and in what sense the desire for 
stabilisation could have provided the basis of these policies. As 
will be suggested shortly, stabilisation is meaningless without a 
fairly precise definition and clarification of objectives and methods. 


1 Compulsory saving for development has also been mentioned at times, but 
this would be the task of government and not of organisations established for 
quite different purposes. Actually only a small part of their funds has been 
set aside for this purpose, and very little has been spent; nor is it clear that 
worthwhile projects or suitable personnel will be available when the funds come 
to be spent, and what their real value will be at the time. An official statement 
in Parliament has re-affirmed that the funds of the Marketing Boards are not 
destined for development on a substantial scale, but are intended for stabilisation. 

* This can be seen from the response of the volume of imports to the level of 
producer prices over this period; from the share of West Africa in all British 
colonial imports, which was far less than its share of British colonial exports 
and shows that supplies were diverted elsewhere by the superior pull of un- 
restricted incomes; from the absence in other sterling-area territories of the 
measures and policies pursued in West Africa; and from the accumulation of 
stocks of merchandise (especially textiles) in West Africa in 1949-50, accompanied 
by reductions and cancellations of their commitments by merchants. 
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But on no rational criterion can the price policies of the Marketing 
Boards be justified by stabilisation. As has already been shown, 
some of the Boards, including the Gold Coast Cocoa Marketing 
Board, which is much the most important of the Boards, have 
actually de-stabilised producer incomes. And as will be seen from 
Table II, there have been wide and discontinuous price changes 
from year to year. 

Very probably a major factor influencing the price policies of 
these Boards was a possibly unconscious inclination to place the 
interests of the organisations above that of their constituents. 
It is a familiar tendency of administrators of large-scale organisa- 
tions to be more concerned with the strength, growth and progress 
of their organisations than with the interests of the members they 
supposedly represent. After a period, the administrators may 
even come to regard their constituents or members as being 
opposed to themselves or to the organisation, and they consider 
that funds paid out to their constituents are lost or dissipated, 
The policies of the Boards and their statements alike suggest that 
their administrators are more concerned with the extension and 
strengthening of the organisations than with the interests of 
producers.? 

The price policies of the Boards may possibly reflect the idea 
(which is also at work in the sharp increase in the rates of export 
duties) that those who have recently had a rise in money incomes 
are better able to bear additional taxation (even if their incomes 
are still low) than others with higher incomes, even if the latter are 
much better off; this is presumably on the gound that what a man 
has never had he does not miss. Whether this “ excess profits ” 
system of taxation is equitable is a question on which there may 
be a reasonable difference of opinion. Even those, however, who 
would regard recent increments of income as particularly suitable 
subjects of discriminatory taxation would hardly contend that it 
should be continued in perpetuity. There must surely come a 


1 The rise in the producer price of ground-nuts in 1951 by 60% was by far 
the largest absolute increase and almost certainly the largest proportionate 
increase from one season to the next recorded so far in the history of West African 
ground-nut prices. It did not reflect a sudden change in market conditions, but 
only a long-delayed partial adjustment of producer prices to world levels. 

* The surpluses are obviously merely a measure of the degree of the com- 
pulsory retention of part of the proceeds from producers, and this is possible even 
with an unsuccessful selling policy; yet in the reports of the Boards heavy 
surpluses are frequently referred to as evidence of profitable trading or of suc- 
cessful operations. Thus the recently published first Annual Report of the Nigeria 
Ground-nut Marketing Board expressly congratulates the West African Produce 
Control Board on its successful marketing policy, which has resulted in the 
surpluses which it handed over to its successor. 
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time when past increments are regarded as ordinary income and 
taxed no more heavily than the rest. 


Vv 
From the foregoing discussion of their activities it seems clear 
that the West African Marketing Boards have largely lost sight of 
their primary function of stabilising producers’ incomes over time 
without permanently reducing their average level. This is per- 
haps partly because, while stabilisation is widely regarded as 
desirable, there seems to be a general failure to appreciate the 
ambiguities of the concept, especially as a guide to policy. 

Stabilisation may refer to prices, money incomes or real 
incomes. Stabilisation of any one of these may actually de- 
stabilise the others; and in certain likely circumstances, such as a 
rise in import prices or fluctuations in crops, it will necessarily do so. 

The concept is meaningless without reference to a specific 
period over which the accumulated forced savings and their sub- 
sequent disbursement balance. As the future course of prices is 
uncertain, it can always be argued that the larger the surpluses, 
the greater is the ability of the organisation to weather possible 
storms. When there is no stated or even contemplated finite 
period over which stable prices are to be achieved, the continuous 
accumulation of increasing reserves can provide its own perpetual 
superficial justification. 

Additionally, stabilisation is meaningless without some refer- 
ence to the relation between the price envisaged under stabilisation 
and the open-market level. The lower the absolute level received 
by the producer, the longer it can be maintained; a zero price 
would ensure the maximum safety and stability. Stabilisation 
may also refer to relative shares rather than to the absolute level 
of incomes, that is, to the maintenance of the position of a certain 
class of producers relatively to other groups in the national 
economy. Indeed, in recent years this has been laid down as the 
aim of agricultural policy in certain countries. 

Again, stabilisation is often taken to refer simply to the main- 
tenance of incomes at least at a certain level, i.e., to the establish- 
ment of a floor to incomes; and somewhat paradoxically it 
sometimes refers to the raising of incomes, especially of agri- 
cultural producers. 

There also are fundamental difficulties of measurement and 
definition in the concept of stability; it is not clear whether a 
large number of frequent and small changes represent a greater or 


lesser measurement of stability than a smaller number of large and 
No. 248.—vob. Lx. 3E 
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discontinuous jumps, such as are often found in the operation of 
the so-called stabilisation schemes. 

Quite apart from these ambiguities, the desirability of stabilisa- 
tion (whether of prices or incomes or real incomes) is not self- 
evident. First, the aim of policy cannot and should not be 
the permanent stabilisation of real incomes, which it is to be hoped 
will show a long-period upward trend in under-developed coun- 
tries. ‘The aim should be to remove or reduce random fluctuations 
round the long-period trend; and this is even more difficult than 
stabilisation at a particular level. 

Secondly, an attempt to stabilise prices or incomes may result 
in a loss of contact with the long-term trend. This contingency, 
which has serious disadvantages, is particularly likely when 
there is a general change in the value of money or a change in the 
underlying factors of supply and demand of a particular com- 
modity or group of commodities. 

Thirdly, in the absence of a highly centralised and closely 
administered planned economy, prices and incomes serve to 
direct resources into and out of different lines of production; 
and stabilisation of prices may remove desirable inducements for 
expansion or contraction. 

Finally, when the rate of exchange with the outside world is 
fixed, an improvement in the terms of trade postulates a rise in 
local prices and wages relatively to import prices; and if stabilisa- 
tion is rigidly interpreted no improvement in the terms of trade 
due to a rise in export prices can be transmitted to the local 
population.? 

There are thus certain dangers implicit in stabilisation 
measures; and in certain fairly clearly defined circumstances these 
risks and difficulties are greatly increased, particularly when there 
is a change in the trend of prices or in the long-run equilibrium 
price, whether as a result of a general change in money values or of 
long-term shifts in supply and demand. And all these risks and 
disadvantages are much enhanced when the policies are pursued 
unilaterally and contact is severed with market prices in one 
territory or group of territories only, while it is retained elsewhere.’ 

1 There is no reference in these paragraphs to the disadvantages or costs of 
restriction schemes, the primary concern of which is to raise rather than stabilise 
prices. 

2 There considerations suggest that indiscriminate quest for security and 
stability may often amount to the substitution of less obvious but equally real 
or even greater hazards for those it is intended to eliminate; and that after 4 
point the covert risks increase cumulatively without compensating increase in 


safety. This may be of wider relevance than policies of price and income 
stabilisation. 
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These unresolved and often unrecognised ambiguities may have 
been responsible for the harmful and paradoxical result of the 
various stabilisation and regulation schemes which has already 
been mentioned in this paper: their tendency to reduce output. 
This effect is obvious in the operation of restriction schemes and 
other measures designed to raise prices. But it is also true of 
the stabilisation schemes, which have kept producer prices below 
market prices and have thereby discouraged output. The chief 
exceptions to this generalisation have occurred under certain 
measures for maintaining or raising prices, for in such conditions 
output has at times been stimulated, at least temporarily, either by 
the use of discriminating monopolies or by purchases for stock. In 
the former case any advantage the consumer may have obtained 
from the increase in output has been wholly or partially offset by 
restricted supplies and higher prices in the more preferred uses, 
while in the latter the fact that in some countries supplies, 
accumulated in order to maintain prices, have subsequently been 
available to relieve shortages has been attributable rather to 
fortune than to foresight. Despite these exceptions, there is 
every reason to believe that on balance the effects of government 
efforts to reduce fluctuations in producers’ incomes by operating 
on prices have been to reduce both output and consumption, and 
thereby to reduce the world’s standard of living.? 


VI 

The ambiguities of the concept of stabilisation, the risks and 
disadvantages of the policies actually pursued and the patently 
unsatisfactory method of operation of these schemes in recent 
years may well give rise to the conclusion that on balance they 
have been definitely harmful, both to the countries concerned and 
to the world as a whole, and should be abandoned as soon as 
possible. 

But while there is much to be said for this view when the 
producers concerned are companies or other substantial concerns, 
the position of the small peasant farmer, especially when he is 
largely dependent on the production and sale of a single crop, 
deserves further consideration. For such producers violent 
fluctuations in prices may involve changes in real incomes so 
drastic that they may imperil not only the health of the economy 
but also the social and political stability of the territories con- 


1 The effect of straight subsidies financed from general taxation would be to 
stimulate the output of the subsidised product without curtailing consumption. 
But these have been unimportant as stabilisation devices, which have been 
cvacerned primarily with commodities which have been largely exported. 
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cerned. Small producers are unlikely to have the self-restraint 
and foresight to set aside in good times sufficient reserves to 
cushion the effects of worse ones, or, even if they have, may be 
debarred from doing so by social customs and obligations. Where 
the output of such producers is small in relation to the total 
national income, it may be possible for the rest of the community 
to provide in emergency the help necessary to enable them to 
adjust themselves to the changed conditions. But where their 
output forms a large proportion of the national product, and 
especially where it forms a high proportion of total exports, it 
may well be desirable to take steps to cause the producers them- 
selves to set aside in good years the reserves which will give them 
time to adapt themselves to adverse change. This would be 
particularly desirable in the so-called under-developed countries, 
in many of which the strain of rapid transition from a subsistence 
to a money economy is greatly enhanced by violent fluctuation 
in money incomes, the reasons for which are quite outside the 
grasp of the population and which may set up great political and 
social tension. 

Although this is rarely stated explicitly, the aim of the advo- 
cates of stabilisation measures (when these are not intended as 
disguised forms of assistance or, conversely, as a permanent form 
of taxation) is clearly the removal of random fluctuations around 
the trend of incomes. It would be clearly beneficial if this 
could be achieved without the disadvantages which have been 
mentioned. 

To fulfil these requirements without serious disadvantages 
and risks a stabilisation scheme would have to have the following 
characteristics : 

The purposes of a stabilisation scheme need to be clearly and 
unambiguously specified as the smoothing of fluctuation in incomes 
around the trend. The relevant period over which stabilisation 
or smoothing is operative would also need to be specified ; that is, 
the period over which proceeds are averaged and surpluses and 
deficits balanced. If possible it would be desirable to smooth 
fluctuation in incomes arising also from variations in the volume 
of the crop; a scheme covering prices only may often de-stabilise 
incomes. Removal of inflation, compulsory saving for develop- 
ment, the raising of incomes by monopolistic measures, the re- 
organisation or control of the industries covered, all of which may 
or may not be ends of policy, should be kept distinct from stabilisa- 
tion and pursued by other measures. This is necessary to avoid 
confusion through the pursuit of contradictory policies. 
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It would be desirable to have stringent precautions and pre- 
ferably automatic devices to safeguard against loss of contact 
with the trend of prices. And while it is of the essence of 
stabilisation or smoothing that price changes are not immediately 
transmitted to the producers in full, prolonged loss of contact has 
obvious dangers, such as a large accumulation of funds, failure to 
transmit incentive and the likelihood of the organisation becoming 
an end in itself. These increase cumulatively with time; and are 
especially harmful under a unilateral scheme. 

As comprehensive international action is notoriously difficult 
in this sphere, there are important advantages in a scheme which 
could be applied locally, or in a few territories, without grave risk 
to the competitive position of these territories. As the scheme 
would be concerned with local producer prices and incomes, it 
would not affect world market prices directly. Accordingly, it 
would be desirable that it should not prejudice the acceptance of 
international schemes for smoothing fluctuations in market prices, 
such as the Graham—Hayek Commodity Reserve Scheme; and 
it would be desirable if it could be linked to such schemes if they 
came to be introduced. 

It would be desirable if the scheme could be operated 
without statutory export monopolies. These organisations retard 
the establishment of independent merchants with adverse effect 
on economic growth in various ways. There are also obvious 
political dangers in the dependence of the population on the 
decisions of statutory export monopolies. But if such organisa- 
tions are found necessary for the administration of the scheme 
their price policies should be subject to rigid rules to make their 
decisions broadly predictable, and to eliminate possible clashes of 
loyalty.? 

It would be highly advantageous if the flow of money incomes 
in the territories concerned could be forecast within fairly narrow 
limits for a year or two forward. If so it would be a singular and 
striking advantage if a scheme could be devised and administered 
which would combine the smoothing of fluctuations with a measure 
of predictability of the future flow of incomes. 

In Section VII there is outlined a scheme which seems to satisfy 
all these requirements. 

_ + These schemes are concerned with market prices and not with producer 
mcome; they may de-stabilise local incomes if crops vary greatly. 

* This is a special instance of a wider problem. Some important objections 
to centralised governmental control of economic life flow from the arbitrariness of 


individual decisions and would not apply where these are clearly circumscribed 
and predictable. 
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Vil 

Ultimately the difficulties of stabilisation all reduce to the 
problem of the maintenance of contact with the trend; the 
desiderata and dangers listed in previous sections flow from the 
likelihood of the loss of contact with the trend and from its conse- 
quences. Thus a stabilisation scheme or measure, while being of 
sufficient magnitude to be of real help to producers, must not 
seriously delay the process of adaptation of supply to change of 
demand, either during the period of accumulating reserves or in 
the process of paying them out. 

The danger of delaying or distorting the reaction of supply to 
changes in demand is clearly greatest where the elasticity of 
supply is large. Fortunately a high elasticity of supply makes 
assistance to producers unnecessary, for they can, by definition, 
adapt themselves rapidly to changes in demand and prices. Help 
is needed most in cases where it is least likely to be harmful. 
This applies to either of two different types of inelasticity of 
supply : lack of ability or readiness of producers to move into or 
out of a particular line of production or, as in the case of tree 
crops, a long period of production. 

But even where the short-term elasticity of supply is low, 
prolonged delay of the impact of a change in demand may have 
serious adverse distorting effects by preventing re-adjustment to 
changed conditions. The subsidy or levy under the scheme 
must therefore be temporary; and it must be known to be tem- 
porary, for the expectation of a future change in the income ex- 
pected from a given activity may be almost as effective in securing 
the required adaptation to change in demand as an immediate 
change in income. Hitherto the duration of assistance or of levies 
under the various schemes has generally been unforeseeable, since 
this depended either on political decisions or on the discretion of 
administrators. Producers have therefore been induced to act as if 
the assistance or the levy was likely to be permanent; they were 
certainly not given any indication either of its duration or of its 
extent. 

Most changes in demand are thought to be temporary when 
they first occur, and the tendency has been to continue such 
measures for year after year under the impression that the circum- 
stances which gave rise to them are shortly to be reversed; and 


1 This distinction is often neglected in discussions on the elasticity of supply. 
The short-period elasticity of supply of certain tree crops is much greater than 
that of others as the rate of capacity working can be subject to wider variation. 
Thus rubber production from a given area depends on the rate of tapping, while 
cocoa production is not subject to this kind of variation. 
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this has delayed indefinitely the response of producers. While 
countries where the product concerned is only a small proportion 
of the national income may well continue assistance indefinitely, in 
countries where it constitutes a large proportion, the period over 
which assistance can be given is limited. On the other hand, there 
is nothing to prevent them from continuing indefinitely levies 
imposed in a period of rising prices, until what was started as a 
scheme for equalising producers’ incomes over time becomes, 
almost insensibly, a system of taxation. 

It is thus necessary to lay down in advance clear-cut mandates 
for those operating stabilisation schemes to ensure that accumula- 
tions should be limited and that this should be widely understood 
by producers. 

An obvious form for such a mandate would be a prescription of 
a formal statistical method of smoothing fluctuations, such as a 
moving average covering a fixed number of years; that is, pro- 
ducer prices would be based on the moving average of net proceeds 
per ton as calculated by a clearly defined formula. The number 
of years to be averaged and the weight to be given to each year 
might well vary from scheme to scheme, according to the elasticity 
of supply of the product. In general, the higher the elasticity of 
supply, the higher should be the weight attached to the current 
year, and the lower the weights, or the smaller the number, of 
previous years.1 The remainder of this section examines the 
outline and methods of operation of such a scheme. 

In countries in which the administering authority is in direct 
contact with individual producers, and can keep accounts of 
individual deliveries and earnings, the smoothing process could be 
applied directly to the actual incomes earned from the production 
of a given product or group of products. The authority, perhaps a 
co-operative society, would retain part of the proceeds of the current 
year but simultaneously repay part of the proceeds retained in 
previous years. 

In practice, it would probably not be convenient to wait until 
the final receipts from the sale of the crop were known before 
making payments to producers. This difficulty could be overcome 


1 The general formula for such a scheme is as follows :— 
xz—l1 


: 
= 24 5 | (Yes + Frat. + Yeon) X 


I, = total amount distributed to producers in current year t; 
Y; = proceeds of crop for current year; 





1 
2. fraction of proceeds for current year paid to producer ; 


n = number of previous years over which proceeds are averaged, 
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by making a payment at the beginning of the selling season of the 
part carried forward from past years, and at the end of the season 
of the part earned in the current year. Alternatively, and 
probably more conveniently for producers, a whole year’s payment 
could be made at the beginning of the selling season on the basig 
of an estimate of the quantities and prices for the current year. 
Any errors in the estimate would be corrected in subsequent 
payments, the amount carried forward to the credit of the pro- 
ducer being the difference between the amount actually realised 
for his crop and the advance payment made to him. 

Such a system of averaging, applied to the income of each 
separate producer, would give him a measure of insurance, not 
only against falls in prices and other misfortunes shared with other 
producers, but also against those, such as a local crop failure, 
which affected him alone. 

In many cases, however, including some where such a scheme 
is most needed, there is no possibility of that direct contact 
between the producer and the administering authority which 
would allow records to be kept of his individual deliveries. 
Instead, the authorities are obliged to operate entirely through 
the prices they pay. Even in such a case, however, it is possible 
to introduce the principle of averaging proceeds and thus 
smoothing fluctuations in incomes. 

The way suggested of doing this is to fix a producer price each 
season calculated as the sum of two component elements. The 
first component would be a fraction of the estimated market 
price for the current year (or, more precisely, of the estimated 
net sales proceeds per ton). The second component, which would 
provide the smoothing element in the scheme, would be derived 
from the difference between the realised proceeds per ton in past 
years and the amounts paid out in those years on account of the 
first component. To obtain it, we should first subtract from 
aggregate actual proceeds of the crop over a given number of past 
years the amounts paid out on account of the first price com- 
ponent—that is to say, the aggregate of the first component of 
the price times the number of tons bought in each year. We 
then average this difference over the given number of past years, 
and so arrive at the aggregate amount to be distributed during 
the current year on account of the second component element in 


1 The effect of the change from actual to estimates as the basis of the payment 

on account of the current year would modify the general formula as follows : 
Y, , 1 " . ee? ree 
Ba + Ff vat Yee t — — Vig Sent See ts Peal] 


Y, = Estimated proceeds for the current year. 
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the price. This amount, divided by the estimated number of tons 
in the current crop, gives the second component element in the 
price per ton to be paid in the current year. 

The general formula for this type of scheme is as follows : 


P : { PesQes + Pe.Qst+---PenQen — (PurQei +f LsPeat =Total} 
le Fey n 
“eh a 





§, = producer price ; 

P = market price (net proceeds per ton) ; 

P = expected market price (net proceeds per ton) ; 
Q = volume of crop ; 

Q = expected volume of crop ; 


1 — fraction of expected proceeds of current year paid out, i.c., 
included in calculation of producer price ; 

nm =number of years over which proceeds are averaged for 
smoothing fluctuations. 

This formula has the advantage of being self-adjusting for 
those errors of estimates which are likely to be of practical sig- 
nificance. It is self-adjusting in the sense that errors are self- 
liquidating over the number of years over which proceeds are 
smoothed. Thus an over-estimate of the price to be received for 
the current season automatically reduces the amounts carried 
forward, and thereby reduces the prices paid over the relevant 
number of ensuing years. 


1 The only cases in which the operation of the formula is not completely 
self-adjusting is that of a large error in the estimate of the volume of the crop in 
the forthcoming year. This is because the producer price is calculated on the 
basis of expected prices and quantities but the payments are made for the actual 
crop realised. In certain special cases the results of errors in the estimates of the 
crop would not be fully liquidated over the smoothing period included in the 
formula. In practice, this is likely to be of very small importance, and could be 
provided for in either of two ways. It could be rectified by an ad hoc adjustment 
of the prices paid for subsequent crops. Alternatively, the formula could be 
made fully self-adjusting by the introduction of a correction factor in the sub- 
traction in the second term. This would in fact be simple. But it would make 
the formula look rather cumbrous and, as it is required only in special cireum- 
stances, it is not included in the formula. If it were included the scheme would be 
completely and fully self-adjusting. 

This scheme is obviously not quite so effective an insurance for the producer 
as one operating directly upon incomes, because, while it softens the impact of 
a fall in prices or of any general crop failure, it will not afford him protection 
against a crop failure which affects him either alone or together with only a propor- 
tion of producers. Indeed, if one section of producers has a crop failure while 
the rest have unusually good crops, the more fortunate producers will benefit 
from the misfortune of the rest, since (in addition to any effect on market prices) the 
payments on account of previous years have to be distributed over a smaller output 
than if all had had good crops, and the price paid the fortunate producer is therefore 
higher. It is therefore desirable that, so far as administratively possible, areas sub- 
ject to widely differing climatic conditions should be included in separate schemes. 
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Under this scheme producer incomes in any one year depend 
to a substantial extent on sums retained out of previous years’ 
incomes. These sums are exactly known; and therefore producer 
incomes in the coming year and even in the year after that can be 
ascertained in advance far more closely than without such a 
scheme. This would considerably ease the task of those, whether 
merchants or government departments, whose responsibility it is 
to see that the supply of goods available for producers to buy is 
commensurate with their incomes. Where the merchants have to 
plan the import of consumer goods many months ahead (as they 
have to in many parts of the world) the economies to be obtained 
from a greater predictability of producers’ incomes are very large 
indeed. 

The method of operation of such a scheme with this formula 
would depend to some extent on the relative weights given to the 
two terms or component elements which determine the production 


CHart I 


Hypothetical Examples of Use of Formula 


A. Change in Market Price 
(Output Constant) 
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B. Changes in Output 
(Market Price Constant) 
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price. If the first term is large (i.e., if in any one year a large 
part of expected proceeds is paid out) then the second term must 
necessarily be small, as the balances carried forward for distribu- 
tion in subsequent years are necessarily small. Conversely, if the 
first term is small the second term is necessarily larger. 

The relative importance to be attached to the two terms is a 
policy decision. The larger the first term, t.e., the greater the 
weight given to the current year in the calculation of the average, 
the less is the smoothing of producer incomes in the scheme. In 
the limiting case in which the denominator in the first term is one 
there is no smoothing. If it is thought desirable to effect a large 
measure of smoothing over a number of years the first term will 
have to be made small relative to the second. A large measure 
of smoothing has the advantage of smaller year-to-year variations 
in incomes at the cost of some delay in transmitting a change in 
the trend of prices to producers. 

The operation of the general principles may be illustrated by 
a specific example. Let us assume that the producer price per 
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ton is calculated by paying one-half of the expected proceeds per 
ton plus one third of the amounts retained over the previous 
three years; by retained is meant the difference between the net 
proceeds per ton realised and the one-half of expected proceeds 
included in the actual producer price for the current year. 

This particular formulation is one which passes on to producers 
a substantial part of the impact of any change, and is therefore 
not likely seriously to affect its influence on supply; on the other 
hand, it appreciably mitigates its severity, reducing the degree of 
temporary fluctuations in incomes and giving producers more 
time to adapt themselves to permanent changes. 

Chart I shows its application to eight different simple hypo- 
thetical cases, four of changes in prices and four of changes in 
output. The adjusted movements in producers’ incomes seem to 
be rather similar to the changes in expenditure one would expect 
for a provident producer who had made provision for his own 
reserves. For purposes of simplicity the examples shown in the 
charts abstract from the effects of errors in estimating output and 
prices for the current year. These would, of course, automatically 
correct themselves in later years, since the scheme is self-adjusting. 

In addition, in Table IV and Chart II are shown the prices 


TABLE IV 
Gold Coast Cocoa 


























> ’ regs | ai 
| Producers’ prices per ton. | I wenn Sepoam | a 
~~ | —_ Pas —s 
pu | | | | 
Year. | (1,000 | | Payable | | Payable | 
tons). | Earned Paid on | Earned Paid | on Actual | Formula 
| (£). (£). | formula.*; (£mn.). | (£mn.). | formula | (£mn.). | (£mn.). 
| (£). | | (£mn.). | 
1942-43 | 207 | 176 16 | 168 | 36 | 24 35 | 12 | Ot 
1943-44 196 22°3 13-0 20-4 44 | 2°5 40 1-9 | 0-4 
1944-45 229 | 28-2 22-4 | 22-2 6-4 | 5-1 51 | 13 | 1:3 
1945-46 209 32-0 27-0 | 27°5 | 6-7 5-6 57 | 1-1 1-0 
1946-47 | 192 | 100-8 51:3 | 65-6 194 | 98 126 | 96 | 68 
1947-48 | 206 | 191-7 747 | 1222 | 39:5 | 15-4 25-2 | 241 | 143 
1948-49 } 275 120-8 121-3 | 100-1 | 33-1 | 33°3 275 | —0-2 56 
1949-50 | 253 155-0 | 84-0 138:1 | 39-2 21-2 34-9 18-0 43 
1950-51 | 247 | 231-0 | 130-0 | 190-9 | 57-0 | 320 | 471 | 250 | 9-9 
(est.) | | | 
Totals | | 209°3 | 127°3 | 1656 | 820 | 43:7 


= 


* In this table it has been assumed that the estimates of price and output used in applying 
the formula turn out to be correct. With sufficiently erroneous estimates, it would, of course, be 
possible to arrive at prices which would increase the instability of incomes instead of reducing it. 
But even the most flagrant errors tend to cancel out over time. If we go so far as to assume that 
those making the estimates always expect the output and price realised in the previous year to 
be repeated in the current year, the aggregate amounts paid out to producers under the formula 
during the nine years from 1942-43 to 1950-51 would not be very different from those obtained by 
using correct estimates—£163 million, as against £166 million. 








1 This special application of the general formula is as follows : 
(Pas Qea + PrsQes + PrsQe)) 
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which would have been paid for Gold Coast Cocoa and the total 
receipts of producers if this scheme had been in operation since 
1947, as compared both with the prices and amounts actually paid, 
and with those which would have ruled if the Boards had dis- 
tributed the whole of the available proceeds. 

It will be seen that if this scheme had operated both producer 
prices and incomes would have been much higher and more stable 
than they actually were. In addition, they would have been 
more predictable, which, in the condition of the Gold Coast, would 
have been of the utmost political, social and economic consequence, 

One of the chief difficulties in starting such a scheme de novo 
would be the cost of building up the necessary reserves during the 
first few years, unless, indeed, it was inaugurated in a period of 
very steeply rising prices. If, however, it was given the initial 
help of a Government guarantee, it would be possible to start it 
from the beginning as if it had already been running for an 
indefinite period, the prices paid being calculated on the basis of 
the size and prices of the crop in previous years. If the inaugura- 
tion of the scheme were followed by a period of rising prices, it is 
unlikely that the Government would ever be called upon to imple- 
ment its guarantee; but if it were followed by a period of falling 
prices, the Government might well be at least temporarily out of 
pocket. The size of the reserve required depends on the precise 
variety of the scheme adopted. With the example used above the 
amount of the Government’s contingent liability would be limited 
to a maximum of about the value of one year’s crop, which it 
would incur only if either the price or the output fell permanently 
to zero; in practice it would be unlikely to exceed half the value 
of a year’s crop. The difficulty of providing an adequate reserve 
does not arise for those crops already being marketed through the 
West African and other marketing boards as these organisations 
already hold reserves far more than adequate for the purpose. 


Vill 
This scheme not only satisfies all the requirements for a 
stabilisation scheme set out in Section VI above, but other 
important advantages can also be claimed for it. 


1. There is no possibility of loss of contact with the 
trend of prices. This scheme thus avoids the danger 
inherent in the usually canvassed stabilisation devices, since 
it is impossible to foretell whether a particular change is the 
beginning of a trend or whether it is a fluctuation likely to 
be reversed. Under the proposed scheme the only danger on 
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this ground is a short lag in the transmission of the trend. 
Any temporary divergence from the trend will be corrected 
by a smooth change over the next year or two, and not by 
means of large discontinuous changes as under other so-called 
stabilisation measures. 
2. The scheme aims explicitly at smoothing fluctuations 
in incomes and not at stabilising prices. It provides a 
specific and clear meaning of the idea of stabilisation, and 
explicitly separates stabilisation or smoothing from measures 
designed to combat inflation or to enforce compulsory 
saving or disguided taxation. It also clearly distinguishes 
stabilisation and smoothing from monopolistic devices to 
raise producers’ incomes. Such measures can be assessed tj 
on their merits and introduced irrespective of this scheme. 
3. Under this scheme it would be possible to estimate 
the future level of money incomes far more closely and for 
far longer ahead than ever before. This follows from the 
operation of the second term of the formula. Importers will 
therefore be in a position to assess future demand far more 
closely and farther ahead than in the past. This would have 
the obvious very great advantages of substantial saving in 
capital and a reduction in the risks of trading. But it would 
also have important political advantages, since in backward ‘ 
countries both shortages and gluts of imported merchandise ! 
are apt to have adverse political repercussions. 
With a more accurate assessment of the future level of 
money incomes it will be possible to estimate more closely 
the future flow of tax receipts and of Government revenue 
generally. This, in turn, will render possible greater stability J 
and continuity of fiscal policy. 
4. By smoothing fluctuations and by making possible 
much more accurate forecasts of the remaining movements 
in the flow of incomes, the operation of the scheme would go 
a long way to shield the economies of primary producing 
countries from the social, political and economic stresses and 
strains arising from discontinuous and unexpected fluctua- 
tions in money incomes. ; 
5. Successful smoothing of fluctuations of incomes of 
primary producers may also serve to foster a sense of con- 


? Both shortages and gluts are apt to be ascribed to the malice of expatriate : 
merchants. A shortage is said to be the result of monopolistic restriction of 
supplies in order to profiteor; a glut is said to be evidence of destructive dumping 
to eliminate the struggling local merchants. 








778 


THE ECONOMIC JOURNAL (DEC, 


tinuity in economic affairs, which for various reasons (among 
which the frequent and discontinuous fluctuations in in- 
comes is one) is often very imperfectly developed in primary 
producing countries. As a sense of continuity is in different 
ways an important influence in promoting economic develop- 
ment, a measure which assists its growth may contribute to 
economic development in primary producing countries. 

6. The scheme does not rely on the imposition of maximum 
or minimum prices, which among other disadvantages tend 
to enhance scarcities by stimulating demand and discouraging 
supply (maximum prices) or gluts by decreasing demand and 
stimulating supply (minimum prices). 

7. Under this scheme there is no possibility of the in- 
definite accumulation of liquid balances. The very large 
balances of the West African Boards raise serious economic 
and political issues, especially in view of the fiduciary relation- 
ship between the United Kingdom and the colonies. But 
they also involve political dangers locally, as they provide a 
strong temptation to local political parties, and will serve to 
give immense power to those parties which best appreciate 
their political possibilities. Again, such large funds accumu- 
lated without clear ideas on a long-term policy may come to 
be spent very wastefully. None of these dangers would arise 
under the proposed scheme. 

8. The scheme could be operated without statutory 
export monopolies by means of export taxes and subsidies 
at rates varying in accordance with the formula. The 
absence of statutory monopolies would have important 
social, political and economic advantages. But even if it 
were operated by statutory monopolies these organisations 
would function with definite, prescribed and known ends 
and methods. Among other advantages such rigid definition 
of functions would remove their actions from the political 
field. It would, of course, also remove any suspicion that the 
decisions had been influenced by pressure from the United 
Kingdom, and thus any suggestion of exploitation by means 
of compulsory accumulation of sterling balances. 

9. The proposed scheme also has important advantages 
over the buffer-stock plans which are again widely canvassed. 
Buffer-stock schemes are concerned with prices and not with 
incomes (which they may actually de-stabilise); there is no 
real assurance that there will be no loss of contact with the 
trend of prices; the accumulation of buffer stocks tends to 
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lead to a running down of private stocks; the price changes 
take the form of discontinuous movements; and there is no 
large measure of foreknowledge of the future flow of incomes 
as there would be under the proposed scheme. Moreover, a 
buffer-stock scheme would have to be operated inter- 
nationally, while the scheme here envisaged could be 
operated either locally or internationally without any risk of 
damage to the long-term competitive position of the pro- 
ducers concerned. 


IX 


The widespread adoption of schemes of this type, while 
primarily designed to reduce fluctuations in incomes of particular 
groups of producers, would also have appreciable effects on the 
economy of the world as a whole. These effects, unlike those of 
restriction or buffer-stock schemes, would not take the form of 
changes in the relative world prices of individual primary products, 
or of primary products as a whole in relation to those of other 
commodities. One of their main purposes, indeed, would be to 
reduce to the smallest possible limits their effects on the supply 
and price of particular products in the world market. They might, 
however, very well have a considerable influence on the magnitude 
of fluctuations in the general level of world prices and incomes. 

The precise way in which such schemes might help to reduce 
fluctuations in the purchasing power of money on world markets 
would depend largely on the form in which the reserves were held. 
If a country instituting such schemes were a strong financial 
centre, with ample reserves of gold or foreign exchange, it would be 
reasonable for the reserves to be held within the country. They 
would thus help to reduce the inflationary pressures frequently 
associated with periods of rapidly rising prices of primary products. 
If, to take a simple instance, they were lent to the Government, 
they would enable it to reduce its recourse to the banks, or to pay 
off existing Government debt held by the banks, and so directly 
tend to keep down or reduce the quantity of money. In any 
subsequent depression the repayment of debt by the Government 
and its distribution as income to producers would help to maintain 
both the quantity of money and the national money income. If 
the effect of this was to turn the balance of payments against the 
country concerned, its gold reserves would, by hypothesis, be 
adequate to meet the resulting losses, which would help to main- 


tain incomes and prices in the rest of the world. 
No. 248.—voL. LXII. 3F 








780 THE ECONOMIC JOURNAL [DEC. 1952 


If the country introducing the schemes were not a strong 
financial centre, the repayment for use as income during a depres. 
sion of reserves invested within the country might well cause so 
large an adverse balance of payments as to exhaust the gold or 
foreign-exchange reserves and to bring about a_balance-of- 
payments crisis. It would therefore be necessary for the reserve 
funds to be invested either in gold or in liquid assets outside this 
country, preferably in a strong financial centre. These would 
then be available to cover any adverse balance created by their 
disbursement, which would incidentally help to maintain incomes 
and prices in whatever countries the foreign reserves were spent. 

The effects of schemes of this nature on the general level of 
world prices would thus be very similar to those aimed at by a 
commodity reserve currency scheme, such as that suggested by 
Professors Graham and Hayek. Indeed, they provide a very 
convenient supplementary technique for achieving the same 
purpose, for the most convenient time for introducing them is 
during a period of rising prices and increasing scarcities of primary 
products, which is just the time when the setting up of a com- 
modity reserve currency scheme would be most difficult. The 
two types of scheme might therefore very conveniently exist 
together, the producer-income stabilisation schemes doing their 
special work of reducing fluctuations in the incomes of particular 
groups of producers, and at the same time reinforcing the com- 
modity reserve currency scheme in reducing fluctuations in the 
general level of world prices. 


P. T. BAvER 
Gonville and Caius College, 
Cambridge. 


F. W. Pats 


London School of Economics 
and Political Science. 
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MONOPOLY INVESTIGATION AND THE RATE OF 
RETURN ON CAPITAL EMPLOYED 1 


TuE apparently simple notion of the rate of return on capital 
employed is familiar enough in economics. It is a hard worked 
concept, put at different times to many different uses. In the 
last year or two, for instance, hardly a day has passed but some 
company chairman has explained that the dividend, apparently 
handsome when expressed as a percentage on the nominal capital, 
represents only a modest return on the “ true capital empioyed.”’ 
Again, in several official reports published in recent years, attempts 
have been made to calculate the return on capital of the businesses 
being investigated as a means of discovering whether or not they 
were making unreasonably high profits.2. These examples indicate 
only two of the purposes for which a measure of the rate of return 
on capital may be required. There are several others, but in this 
article we intend to confine our attention to the problem of how 
the rate should be measured for the purposes of monopoly investi- 
gation. We are limiting our scope in this way because we believe 
that the rate of return on capital must be measured in different 
ways for different purposes, and we think that greater clarity will 
be achieved if we concentrate on one of these purposes only, 
rather than to try to deal with several at once. 

We do not entertain any exaggerated ideas as to the degree of 
objectivity which can be achieved by attempts to measure the 
rate of return on capital. As we shall see, both the capital 
employed and the absolute return on it are extremely difficult to 
express quantitatively, since they are both shot through with 
subjective elements. There is, in addition, room for much dis- 
agreement on details, even when major difficulties of principle do 


1 We have greatly benefited from discussion with a number of our colieagues 
in London and Cambridge, and we particularly wish to acknowledge our debt to 
Mr. B.S. Yamey. We alone, of course, are responsible for the views expressed in 
this paper. 

* See, for example : 

Report on the Supply of Dental Goods, H.M.S.O., December 1950. 

Report on the Supply of Electric Lamps, H.M.S.O., October 1951— 
Monopolies and Restrictive Practices Commission. 

Cement Costs, H.M.S.O., 1947. 

The Distribution of Building Materials and Components, H.M.S.O., 1948— 
Ministry of Works. 

Committee of Investigation into the Cotton Textile Machinery Industry, 
H.M.S.0O., 1947. 

Jute Working Party Report, H.M.S.O., 1948. 
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not arise. A striking example of this is the way in which capital 
employed has meant different things at different times to the 
Monopolies Commission. In its report on Dental Goods, employed 
capital is defined as : 

*“* Net assets, comprising fixed and current assets used in 
the business (but not goodwill), less current liabilities and 
provisions. The amount of employed capital has been com- 
puted by taking the average of the net assets at the beginning 
_ a of the period concerned, at the values shown by the balance 
sheets. 


In the report on Electric Lamps, we have the following : 


“ The capital employed has been computed at the terminal 
accounting dates in the relevant years and it is the amount 
of net assets, comprising the cost of fixed assets less, in appro- 
priate cases, wear and tear allowances (as allowed for income tax 
but excluding the initial allowances), and current assets used 
in the business less current liabilities and provisions.” 2 


A comparison of the italicised passages in the two definitions 
(the italics are ours in both cases) discloses notable differences 
between the definitions, even though they were drawn up by the 
same body with the same purpose in mind. 

Any accounting measure of the rate of return must, therefore, 
be used with caution and a due recognition of its limitations. 
This is in itself a good reason for exploring the difficulties of 
obtaining such a measure, for figures purporting to express rates 
of return are bandied about notwithstanding the doubts of many 
as to their validity. Moreover, there may be another justification 
for asking how near we can come to expressing the concept 
quantitatively. As a joint committee of accountants and 


economists have put it— 


‘“* The economists’ use of terms such as income and capital 
has, until recently, been mainly theoretical; they have used 
them in speculative thinking about the working of the 
economic system, but they have not applied them (except 
in a very rough-and-ready fashion) to accounting material.” * 


An attempt at such an application might well lead to greater 
circumspection in the use of these terms even in speculative 


thinking. 


1 Loc. cit., Appendix 29. 


2 Loc. cit., p. 73. 
3 Some Accounting Terms and Concepts: a Report of a Joint Exploratory 


Committee appointed by the Institute of Chartered Accountants in England and 
Wales and by The National Institute of Economic and Social Research, p. 10. 
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It might be as well to add at this stage that the fact that we 
are attempting to deal with the problem of how the rate of return 
on capital should be measured does not mean that we are unaware 
of the limited part that such a concept has to play when the use 
of monopoly power is being investigated. What we have to 
say on this point, however, together with what we have to say on 
the theoretical difficulties involved in formulating such a concept 
at all, will be better left until later in this paper. 


PURPOSES FOR WHICH A MEASURE OF THE RATE OF RETURN ON 
CapiTaAL May BE REQUIRED 


It will be of assistance in the subsequent discussion if we begin 
by listing some of the purposes for which a measure of the rate of 
return on capital may be required. There would seem to be at 
least six : 


1. The first and most obvious has already been mentioned 
—to compare company profits or dividends with the total 
proprietors’ capital employed in the business rather than with 
nominal capital alone. 

2. To assess the future profitability of a company which is 
engaged in new investment. In considering whether to put 
more money into a company which is increasing its assets, 
one of the most important factors to which an investor will 
look in reaching his decision will be the rate of return earned 
on the capital in the past. Of course this can be only a 
rough guide to the investor, but it will be as good a starting 
point as any in helping him to reach his subjective estimate 
of the return to be expected in the future. 

3. To draw up comparative figures of the profit rates 
earned by a number of businesses in the same industry in 
order that each business should be able to compare its own 
experience with that of others. A trade association may well 
wish to collect information of this sort. 

4. To measure earnings in relation to capital employed in 
whole industries or sectors of an economy, to see whether, 
ex post, risk-bearing has received a positive reward or to see 
how the earnings of capital have varied at different stages of 
the trade cycle.? 

5. To estimate a standard profit on capital employed for 
taxation purposes. When excess profits were taxed, during 


1 See, for example, ‘‘ Corporate Earnings on Invested Capital,” by W. L. 
Crum, in Harvard Business Review, Vol. XVI, 1938. 
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and immediately after the war, if the profits of a specified 
pre-war year could not be used as a standard in excess of 
which current profits were to be taxed (because, for instance, 
the business had not been in existence in that year), it was 
necessary to calculate the standard profit by reference to a 
permitted return on capital. Even when a pre-war standard 
was available, allowance had to be made for any increase or 
decrease in the capital employed in the chargeable accounting 
period as compared with that in the standard period. 
Somewhat similar provisions to this have been made for the 
purpose of the Excess Profits Levy in the Finance Act, 1952. 

6. To estimate profit on capital for the purposes of Goy- 
ernment control or investigation of prices. Price control, 
whether of goods on sale to the public or of the goods supplied 
direct to Government departments, has usually been carried 
out with due regard to the right of an efficient producer to 
receive a “reasonable ”’ rate of return on capital employed. 
In cost-plus contracts such a return enters as a distinct 
element into the price.1_ This case covers investigations into 
profits by such bodies as the Monopolies Commission. It has 
been closely linked in practice with the fifth, since E.P.T. 
rules for computing capital and profits have been largely 
adopted by other Government departments in controlling 
prices. 


The conclusion that no single definition of the rate of return 
on capital employed will be equally suitable in all these cases can 
be easily demonstrated by reference to the single problem of 
goodwill. Suppose a company has acquired the business of a 
private trader for £15,000, of which £5,000 is attributable to the 
trader’s goodwill. When the directors of the purchasing company 
are informing their shareholders of the return which their capital 
has earned, they would clearly be justified in defining capital in a 
manner which included the cost of the goodwill acquired. But 
now suppose we are in the position of the Monopolies Commission, 
trying to see whether a monopoly is making more than a “ reason- 
able ’’ return on capital employed. And suppose, further, that 
the monopoly had spent money in acquiring the goodwill of 
existing businesses, so that some goodwill now appears in its 


i What this rate should be was considered on several occasions during the war 
by the Committee on Public Accounts. See, for example, 

Minutes of Evidence, 1942-3, pp. 412-13, 440-1, 475 et seq. 

Minutes of Evidence, 1943-4, Second Report, pp. 330 et seq., 341, 454. 

1945-6, First Report, p. (v). 
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balance sheet. In determining what is the capital employed on 
which a “‘ reasonable ” return is to be allowed, it would certainly 
be wrong to include the value of goodwill. For the value of good- 
will will include the present value of the monopoly element in 
expected future profits. To give a “reasonable” return on 
capital, including goodwill, would be to perpetuate the very 
monopoly profits which it is sought to control. In its reports the 
Monopolies Commission has in fact excluded goodwill in its com- 
putation of employed capital, though it pointed out in the Dental 
Goods report that this was contrary to the view of Imperial 
Chemical Industries, Ltd.? 

This, then, is not a field in which sweeping generalisations can 
be looked for, and we shall have to content ourselves with an 
attempt to determine how best to measure the rate of return on 
capital in the context we have chosen. It will help to draw 
attention to the principal problems involved in doing this if we 
review how the return on capital has been computed by the 
Government for Excess Profit Tax purposes during the war and, 
more recently, by the Monopolies Commission. 


Excess Prorits Tax RvuLES 


The rules for computing profits and average capital for Excess 
Profits Tax purposes in the Second World War are the most 
detailed set of legal rules for measuring income ir relation to 
capital which have yet been applied, at least so far as Great 
Britain is concerned. These rules were laid down in Parts I and 
II of the Seventh Schedule to the Finance (No. 2) Act of 1939, 
amended in important respects by the Finance Acts 1940 and 
1941, and in less important respects subsequently. Naturally, 
the E.P.T. rules bore a family resemblance to the rules for assessing 
Excess Profits Duty in the First World War, though there were a 
number of important differences. We are, of course, not here 
concerned with the tax itself, but only with the way in which 
income and capital had to be computed in arriving at the standard 
profit. A word will be added at the end of this section on the 
rules for computing the recently introduced Excess Profits Levy. 


1 It should be noted that accountants do not normally place a value on the 
goodwill of a business unless it has been acquired by purchase, when it will appear 
in the acquiring business’s balance sheet at cost, less any amounts subsequently 
written off. 

* Loc. cit.,p.57n. It is of interest to note that, in their Report on the Supply 
of Electric Lamps the Commission draws attention to a difference of opinion 
between themselves and the Electric Lamp Manufacturers’ Association as to the 
method of computing employed capital. 
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In order to compute the average capital employed during a 
chargeable accounting period, it was first necessary to ascertain 
the capital employed at the beginning and end of the period, 
Broadly speaking, this was taken to be equal to total assets 
minus short-term liabilities.1 In arriving at the figure of total 
assets certain bases of valuation had to be used. Thus, fixed 
assets, patents, trade-marks and the like had to be taken at cost 
(including the value at the date of acquisition of any assets 
acquired otherwise than by purchase), less income-tax wear-and- 
tear allowances. As an example of the treatment of an asset 
acquired otherwise than by purchase, it was held, in connection 
with Excess Profits Duty, that a rubber plantation carved out of 
virgin jungle had to be valued at its value when planted (i.¢,, 
at the cost of planting).2 Debts due to the business had to be 
taken at their nominal value less any allowances for doubtful 
debts made for income-tax purposes. Stock-in-trade was valued 
at cost less any similar allowances for diminished value. 

Normally, investments held by the business were excluded 
from capital employed, since they were regarded as not used inthe | 
business. Exception was made for building societies, banks, 
assurance businesses and businesses which consisted wholly or 
mainly in the dealing in or holding of investments. There had 
also to be excluded from capital “‘ any moneys not required for the 
purpose of the trade or business.” * It is not surprising that the 
question whether certain kinds of property rights were used in 
the business or were investments outside the business has given 
the Courts considerable difficulty ever since the days of E.P.D. 
The limiting case seems to have been reached in Commissioners of 
Inland Revenue v. Imperial Tobacco Co. (of Great Britain and 
Ireland), Ltd., where Mr. Justice Lawrence declared that, “‘ Money 
on current account with the bank is not, in my opinion, money 
which is used in the company’s business; it is used in the bank’s 
business.”’* Others may find this view difficult to accept. 

Two further points need to be noted about the treatment of 
assets. First, by Section 34 of the Finance Act 1940, the tax- 
payer was given the right, where his standard profits were com- 
puted by reference to the profits of a standard period, to have 
excluded from the figure of capital employed in the standard 





1 Except for the period April 1, 1939, to March 31, 1940, when loans were also 
to be deducted from total assets. 
‘f 2 Sungei Kinching Rubber Co., Ltd. v. C.I.R. 1925, 94 L.J., K.B., 865. 
3’ Finance (No. 2) Act 1939, Seventh Schedule, Part IT (3). 
4 [1940] 19 A.T.C. 338. This case concerned National Defence Contribution, 
not E.P.T., but the point at issue was the same. 
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period and any chargeable accounting periods any assets which 
were inherently unproductive during the standard period. The 
section refers, of course, to something more than merely temporary 
unprofitable use of assets, and would normally be applied only 
where the character of a business had changed since the asset was 
acquired so as to render it unsuitable for the business currently 
carried on. Second, the capital employed in a business could not 
be inflated by the transfer of the business from one person to 
another at written-up values, since by Section 16 (3) of the 
Finance (No. 2) Act 1939, if the transfer took place on or after 
April 1, 1939 (the commencing date for E.P.T.), any consideration 
paid for the transfer was ignored. Other things being equal, 
therefore, the capital of the business immediately before and 
immediately after the transfer would be deemed to be unchanged. 
This section applied to bona-fide transfers of businesses as well as 
to those which were intended to be tax-avoiding. 

From the total assets at the beginning and end of the relevant 
period there had to be deducted the liabilities at those dates, even 
though not yet due for payment. But for periods after March 
31, 1940, the deductions were not to include “‘ borrowed money.” 
Consequently, from that date to the termination of E.P.T., 
capital employed included debenture and loan capital, and bank 
overdrafts. 

It is worth noting that businesses commenced after July 1, 
1936, could have any net losses sustained in carrying on the 
business up to March 31, 1939, added to the “ capital employed.” 
Other businesses taxed by reference to a capital standard could 
add in any losses sustained from January 1, 1929, to any date in 
the standard period.? 

For E.P.T. purposes, as for most others in this field, it was the 
average capital employed during the relevant period rather than 
the capital at the beginning and end of the period which it was 
required to know. This figure was derived from the opening 
capital by weighting the changes which took place during the year. 
Thus new capital introduced three months after the beginning of 
the period would be weighted by ? and added, the profits of 
the period would be weighted by 4, being deemed to accrue 
evenly over the period, and added : a dividend paid five months 
after the beginning of the period would be weighted 7% and 
deducted. 

In ascertaining profits for E.P.T. purposes, in general the 
income-tax rules were followed, though the tax for each chargeable 


1 See, 30, Finance Act 1941. 
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accounting period was based on the excess profits of that period 
and not of some previous period. Profits in this context, of course, 
means profits before charging income tax, E.P.T., dividends or 
transfers to reserves. There were, however, a number of im- 
portant provisions in computing E.P.T. profits, which find no 
place in the income-tax system. Thus investment income was 
excluded from the profits of businesses other than banks, building 
societies, assurance and investment businesses, this being con- 
sistent with the exclusion of investments from capital already 
referred to. On the other hand, no deduction from profits was 
to be made for interest paid on borrowed money (after March 31, 
1940) except where the minimum profit standard was enjoyed. 
This, too, was consistent with the treatment of loans as part of the 
capital of the business. No deduction was allowed for expenses 
in excess of what the Commissioners of Inland Revenue con- 
sidered reasonable and necessary having regard to the requirements 
of the trade or business. Further, the Commissioners might shift 
the incidence of an expense from one accounting period to another 
as they thought proper. And they had wide powers to disallow 
any deduction ‘“ in respect of any transaction or operation of any 
nature if and so far as it appears that the transaction or operation 
has artificially reduced or would artificially reduce the profits.” ! 
Lastly, no deduction was to be made for the remuneration of 
directors (other than whole-time service directors) of a company 
which was controlled by its directors. 

Under the rules for the Excess Profits Levy contained in the 
Finance Act 1952, a company may be assessed by reference not to 
its profits in the standard period but to specified percentages of 
either its paid-up share capital or its “‘ net assets ’’ on December 31, 
1946, or December 31, 1951. The basis for the computation of 
net assets is broadly the same as under E.P.T., except that in- 
vestments and surplus cash are not excluded from net assets and 
loans are treated rather differently. Loans are excluded from 
capital, and interest paid is deducted in computing profits. 
Standard profits are, however, increased by an amount equal to 
4% of the average amount of borrowed money during the charge- 
able accounting period. For new businesses the standard profit 
is also based on capital, and for all businesses the standard profit, 
however calculated, is increased by specified percentages of the 
amount of profits retained in the business and of new capital 
raised. Profits are, subject to certain provisions, computed in the 
same way as for profits-tax purposes. 


1 Finance (No. 2) Act 1939, Seventh Schedule: Part I: 9. 
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As amended, the new E.P.L. does not differ substantially 
from E.P.T. in those particulars in which we are interested, and as 
so much more is known about the actual working of E.P.T., we 
have thought it best to concentrate upon it in the present context. 


THE PRACTICE OF THE MONOPOLIES COMMISSION 


We have already drawn attention to the fact that the Mono- 
polies Commission has not been consistent in the way it has 
computed capital employed. In the report on Electric Lamps } 
the Commission adopted the E.P.T. practice of valuing fixed 
assets at their original cost, less income-tax wear-and-tear allow- 
ances, and computed the capital as at one date in each year. In 
the report on Dental Goods * it took the balance-sheet value of 
fixed assets, i.e., less depreciation as decided by the company, 
and computed the average capital employed during the year. 
Apart from this, the definition of capital employed was similar in 
the two reports. Current assets were included in both cases, 
and goodwill was excluded in both—explicitly in the Dental 
Goods report and by implication in the report on Electric Lamps. 
It was stated that current liabilities and provisions were also 
excluded, but no further details of the computation were given 
other than that where reference was being made to capital em- 
ployed in part only of a business, or was confined only to certain 
products, net assets were allocated in a similar manner to that 
adopted by the manufacturer, or (where no such allocation had 
been made) on such bases as seemed reasonable. 

In both reports net profit was calculated by taking the excess 
of net sales over costs of production and general operating 
expenses. Operating expenses included depreciation but not 
initial allowances, and in the report on Electric Lamps it was 
explicitly stated that depreciation had been taken at income-tax 
wear-and-tear rates. Operating expenses also included provision 
for stock obsolescence, amortisation of leases, ‘“‘ Net Schedule A ”’ 
value for owner occupiers (in lieu of rent) and the remuneration of 
directors, the last being limited in the case of distributors of dental 
goods to such a sum as would otherwise have to be paid to em- 
ployees for equivalent work. Taxation of profits, interest on 
borrowed money and transfers to general reserves were excluded 
from operating expenses, and there were excluded from income 
(in the Electric Lamp report) royalties received and income from 
trade investments or subsidiary companies. 

It may be presumed from the fact that income from trade 


1 Loc, cit., pp. 72-3. 2 Loc. cit., Appendix 29. 














































790 THE ECONOMIC JOURNAL [DEC. 


investments was excluded that the trade investments themselves 
were excluded from the computation of capital in both reports, 
There is nothing to show, however, whether investments in 
marketable securities were included or not. 


THe PrRINcIPAL PROBLEMS 


Having briefly reviewed the main E.P.T. rules for relating 
profits to capital employed, and also the practice of the Monopolies 
Commission, we are now better equipped to consider those matters 
which call for special attention in any attempt to measure the 
rate of return on capital employed. We can list these matters 
thus : 





1. Should outside investments be excluded from capital, 
with a corresponding exclusion of investment income from 
profits ? 

2. Should loans be treated as capital or as liabilities, 
interest paid on loans being treated respectively as part of 
the profit or as an expense ? 

3. Should the rental value of owned property be charged 
as an expense ? 

4. On what basis should assets be valued? With this 
question goes the related question of the basis on which 
depreciation is to be calculated. 

5. Should goodwill be included in capital ? 

6. Should initial losses be treated as development ex- 
penditure and added to capital ? 

7. Should redundant assets and abortive development 
expenditure be excluded from capital ? 

8. In ascertaining profits, should recorded expenditure | 
be accepted without question, or should it be adjusted to 
what is ‘“‘ reasonable and necessary having regard to the 
requirements of the trade or business’? The remuneration 
of working proprietors is especially in question here. 


We propose to consider each of these questions in tur, 
bearing in mind that our aim is to obtain that measure of the rate 
of return on capital which it will be appropriate to calculate when 
monopoly investigations are being carried out. 


1 In the Monopolies Commission’s Report on the Supply of Insulated Electric 
Wires and Cables, H.M.S.O., June 1952, which appeared when this paper was in 
the hands of the printer, the method adopted for computing capital and net 
profit (p. 67) is not fully set out, but it appears to be similar to that adopted in the 
Report on the Supply of Electric Lamps. 
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I. Investments 


The exclusion of investments and investment income from the 
capital and profit computations of a (primarily) trading business 
for E.P.T. and price-control purposes—and for our present purpose 
also—is justified by the need to separate the trading from the 
investment function of the business, since it is the former only 
which is the subject of control or comparison. It is well known, 
however, that many businesses hold part of their assets (including 
sums set aside for depreciation) in the form of gilt-edged and other 
marketable securities with the intention of converting these into 
operating assets at a later date. This was especially marked 
during the period just after the end of the war. It has been 
argued that these investments should be included, with cash, in 
the total capital employed in the business, on the ground that two 
otherwise identical firms should not show different amounts for 
capital employed, simply because one holds part of its assets in 
gilt-edged while the other has invested in working capital instead.* 
This argument does not, however, seem to be well founded. The 
first firm is not using its reserves in the business whilst they are in 
the form of securities,? while the second firm has acquired assets 
that it is, in fact, employing. For our purpose at least, therefore, 
marketable securities should not be included in capital, but any 
proceeds of realisation should be included when they have been 
turned into operating assets. This treatment requires as a 
corollary that interest on these securities should not be included 
in the computation of net profit. 

It seems clear, on the other hand, that cash should be included 
in capital employed, since it is, presumably, being used mainly 
for the current purposes of the firm. The inclusion of cash and 
the exclusion of marketable securities does, however, raise the 
difficulty that firms might be tempted, for example when price 
controls are being considered, to transfer from securities to cash. 
The only safeguard against this would seem to be to look at cash 
balances over a period of time in order to see how far they were at 
any moment in line with the “normal” practice of the firm. 
Some such procedure was, in fact, adopted by the Inland Revenue 
in connection with E.P.T. 


1 See, for example, H. C. Finn, ‘“‘Some Reflections on Industrial Profits,” 
The Accountant, December 8 and 15, 1951. 

* It is worth noting that in Liberty v. Commissioners of Inland Revenue 
(1924) 3. A.T.C. 430, the Court of Appeal upheld the view that a temporary 
investment in War Loan, pending the use of the money to build a shop, was none 
the less an investment to be excluded from employed capital. 
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Whatever doubts there may be about the correct treatment of 
marketable securities, there seems no doubt at all that trade 
investments or investments in subsidiary companies should be 
excluded from capital, and the return on them excluded from 
net profit. In any case where one is dealing with a group of 
related companies, it will usually be advisable to look at the group 
figures, adjusted where necessary on the lines suggested here, 
rather than at the figures for the various companies separately, 


2. Borrowed Money 


Whether loans are treated as part of the capital or as liabilities 
may substantially affect the rate of return shown by a business, 
The question becomes of practical importance : 


(i) where the rate of return on the business as a whole 
(before taking interest payments into account) differs 
appreciably, in either direction, from the rate of interest 
paid on the loan capital, and 

(ii) where the loan capital accounts for a _ substantial 
proportion of the total capital employed. 


The following example makes this clear. It relates to a business 
with a total capital (including loans) of £15,000, of which £6,000 
is loan capital, the annual interest payment thereon being £250. 





! 
| Situation A. | Situation B. 





Profit (before payment of interest) ‘ : £1,500 £300 
Net profit (after payment of interest) . , £1,250 £50 
Rate of return on total capital including loan 10% 2% 
Rate of return on total capital excluding loan 14% 0:55% 





Opinons will differ on the theoretical aspect of the matter. 
It might be argued that in Situation A, for example, it would be 
misleading to say that the return on the capital employed in the 
business is 10° when in fact the loan has enabled 14%, to be 
earned on the owner’s capital; or that in Situation B it would be 
misleading to say that 2° had been earned when only 0-55%, had 
been earned on the risk capital employed. On the other hand, it 
would give a misleading impression of the business to say that in 
Situation A £1,250 has been earned on a capital of £9,000, since 
much less that £1,250 would probably have been earned on the 
£9,000 if no loan capital had been employed. Another difficulty 
that arises if loan capital is excluded is that the profitability of one 
business would appear to be different from that of another 
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business, having no loan capital, which makes an identical net 
profit on an identical total capital employed. That there is no 
obviously right course even for E.P.T. purposes is suggested by 
the fact that before March 31, 1940, loans were excluded from 
capital employed, whereas from April 1, 1940, they were included, 
although here considerations of tax evasion did play a part in 
causing the change.* 

On the whole it would seem preferable to include loans in 
capital for price- and monopoly-control purposes, and this is what 
the Monopolies Commission has done. But where the rate of 
return on purely risk capital is required to be known, clearly 
loans and loan interest must be excluded from the figures. 


3. Rented and Owned Property 


In order to maintain consistency of treatment as between 
businesses which own their premises and those which rent them, 
either the value of rented property should be included in capital 
employed and net profit struck before deduction of rent, or rented 
property should be excluded from capital, and rent taken into 
account before arriving at net profit. The Monopolies’ Com- 
mission make no reference to the value of rented property in 
their definition of employed capital, but they include rent or, for 
owner-occupiers, Schedule A net annual values in operating 
expenses. Their treatment is logical where buildings are in fact 
rented, and even when they are owned no harm is done so long as 
profits are being related to turnover. But the Commission’s 
procedure is erroneous in the case of owner-occupied buildings 
when profits are being related to capital. For that purpose, 
to be consistent, Schedule A annual values should be included 
in operating expenses only if the value of property owned is 
excluded from capital. To preserve consistency between the 
methods of calculating profits and capital, it would probably be 
best to charge rent as an expense when it is actually paid, and to 
do nothing about it when it is not. It is true that in com- 
paring the results of otherwise identical firms, one of which rents 
property and one of which does not, this treatment would give 


1 The change was made by Section 29 (1), of Finance Act 1941. In the 
Committee debate on the Finance Bill the Chancellor of the Exchequer explained 
that the change would benefit most companies, since they would now be allowed 
the statutory percentage of 8% profit on borrowed money while paying interest 
at a lower rate. He also stated that ‘‘there has been some evidence that [a] 
change-over of borrowed capital to share capital has been used to reduce liability 
to Excess Profits Tax, but under the new proposals that will not be possible.” 
(Hansard, 1940-41, Vol. 372, col. 1270-2.) 
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different rates of return unless rent paid as a percentage of the 
capital value of rented buildings were the same as the rate of 
profit on owned assets, or unless this capital value were negligible 
inamount. In practice, however, this is unlikely to be important, 
except in certain special cases, e.g., very small businesses, and in 
these cases this factor can be taken into account. 

Where property is mortgaged, neither interest nor amortisation 
charges should be included in operating expenses. This would 
put the treatment of mortgages on a par with that suggested 
above for loan capital. 


4. Basis of Valuation of Depreciation Allowances and Assets 


We have no wish to become involved here in the current 
controversy as to whether, when attempting to measure profits 
for taxation purposes, one should provide for the recovery of the 
original money cost of fixed assets used in the business or for the 
recovery of their current replacement cost. But we cannot help 
taking sides. In our view the conventional accounting method 
of measuring profit results in a figure which is misleading for almost 
any purpose, except during a period of stable money values. 
It may be a convenient figure from the point of view of the taxa- 
tion authorities, but we are not here concerned with the problem 
of taxation, and for our present purpose the calculation of depre- 
ciation to be used in arriving at profits must be put on a current- 
value basis. 

The profit figure thus arrived at cannot, however, be compared 
in any meaningful way with the value of assets as shown in the 
balance sheet, since these assets will probably have been acquired 
over a period when the value of money was constantly changing. 
The same objection would apply to a comparison between assets 
at balance-sheet values and profits as conventionally calculated— 
that is, to the type of comparison normally made by the Monopolies 
Commission. Both profits and assets must be calculated, in our 
view, in terms of units of the same purchasing power. Unless this 
is done one might get a case where the rate of return on capital of a 
firm would fall as its assets were replaced at higher prices, even 
though no change had taken place in the amount or type of the 


1 In its Report on the Supply of Insulated Electric Wires and Cables the Mono- 

polies Commission, in response to criticism from the wire and cable manufacturers, 

. did make an alternative calculation of the rate of return on capital employed in 
which assets were put on a replacement-value basis and goodwill, patents, etc., 

included. In the calculation of net profits, depreciation was also based on re- 

placement values (pp. 67-8). 
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ra 


firm’s physical capital or in its profits in terms of constant prices. 
Similarly, two firms with identical physical capital and identical 
profits might show very different rates of return on their capital 
if they had acquired their assets at different dates. Apparent 
differences in rates of return due to such factors are not, in our 
view, of significance when one is attempting to assess how far 
monopoly power has been exercised in order to obtain high 
profits, and should therefore be eliminated in the calculations. 

A parallel argument would apply to trading stocks. This 
would seem to require that in arriving at profits stocks should be 
valued on a LIFO basis, so that rises in the value of stocks will 
broadly represent only physical increases. For the purpose of 
inclusion in the capital computation, stocks should be revalued at 
current prices. 

The translation into terms of current prices of fixed assets 
bought at prices above or below the present level may be accom- 
plished in one of two ways. The assets might be revalued, as 
nearly as may be, at their current replacement costs. But the 
concept of current replacement cost is by no means free from 
difficulty. First, the cost of replacing an asset depends to some 
extent on the time available for replacement. Replacement in an 
emergency is a very different matter from replacement after due 
notice. Second, assets are seldom replaced by others identical 
with them, and it is difficult to disentangle the element of im- 
provement from that of replacement. Third, the cost at which an 
asset is replaced may, frequently, reflect the asset’s imputed 
prospective income. For these reasons we would prefer the 
second method of expressing fixed assets in terms of current 
prices, which is by applying to their original cost, suitably adjusted 
for depreciation, an index number of building and plant costs to 
correct for changes in the value of money since the assets were 
acquired. This procedure is free from the first two objections 
raised above to the use of ‘‘ current replacement costs,” although 
even the use of general index numbers does not wholly remove the 
“imputation ” difficulty. 

Up to this point the assumption underlying our treatment 
of fixed assets has been that their value as shown in the balance 
sheet represents, within broad limits, the original cost of the 
assets actually being used in the business, less a reasonable figure 
for depreciation. This assumption, however, may by no means be 
a realistic one, especially in those cases where a firm has acquired 
other businesses in the course of its existence. This problem is 


closely bound up with that of goodwill. 
No. 248.—von. LXI. 3G 









































796 THE ECONOMIC JOURNAL (DEC. 


5. Goodwill 


We have already explained why we consider that the 
Monopolies Commission were justified in excluding goodwill 
from capital for their purposes. We were assuming then that 
when one firm had taken over others, a more or less clear-cut 
distinction had been made between the value placed on goodwill 
and the value placed on the collection of tangible assets owned by 
the purchased firms. Very often in practice, however, the appor- 
tionment of the amount paid for a business between the two 
elements verges on the arbitrary. The figure for fixed assets 
carried into the balance sheet of the purchasing company does not 
then represent the original cost of these assets less depreciation, 
or anything like it. To adjust this figure to present-day values 
with the help of a price index would therefore give a meaningless 
result. Where a firm had only recently been acquired this 
difficulty might be avoided by revaluing its assets on the basis 
of its own balance-sheet prior to the acquisition, in the manner 
suggested above. Any difference between the figure so arrived 
at and the purchase price could then be taken to represent goodwill. 
In most cases, however, such a calculation would not be possible. 
A firm may have acquired many others during its life, each of 
which may have itself acquired other firms, so that to arrive ata 
satisfactory figure of the written-down cost of its assets from a 
study of the figures would be out of the question. Merely to 
accept the division between fixed assets and goodwill as shown in 
the balance sheet might, on the other hand, give quite arbitrary 
results. 

This problem of the division between goodwill and fixed assets 
may arise, it should be noted, whether it is desired to revalue 
assets or not. It applies, therefore, with equal force to the sort 
of calculation we are trying to make and to the calculations already 
made by the Monopolies Commission. 

The only acceptable course open in these circumstances would 
seem to be to abandon the balance sheet altogether and to attempt 
to estimate directly the present value of the fixed assets used in 
the business. A valuation such as is made when a business is sold 

1 It has been suggested to us that the Inland Revenue figures of the written- 
down value of assets could be used in such cases. We understand, however, that 
when machinery or plant is sold together with other assets there is no settled 
practice as to how the total price paid is apportioned among the various assets. 
(This apportionment is required by the Inland Revenue as a basis for taxation, 
see Section 326 (1), Income Tax Act 1952.) For this reason the Inland Revenue 


figures of the written-down value of assets of a firm which has acquired other 
businesses during its existence may contain an arbitrary element. 
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as a going concern would not do here, of course, because such a 
valuation would be made by reference to the income that the firm 
is capable of earning. Replacement cost would seem to offer the 
best basis of valuation, even though it would be subject to the 
objections raised above. 

Assuming for the moment that fixed assets have been revalued 
in this sort of way, it would be necessary to return to the balance 
sheet in order that other assets employed in the business may be 
taken into account. Care would have to be taken here to include 
only those assets not implicitly included already in our calculation 
of fixed capital. 


6. Initial Losses 


It is not unusual for a newly established business to make 
losses in its early years. During this time it is using up capital to 
create goodwill. We have seen that, within limits, such losses 
could be added to capital for E.P.T. purposes, but this need not 
be accepted as a guide in other fields. For the introduction of 
the tax could not have been foreseen by businessmen. If it had 
been foreseen, the values placed on goodwill when businesses 
changed hands before the war would have been lower, and the 
initial losses which entrepreneurs were prepared to face in estab- 
lishing new businesses would also have been lower. To have 
refused to include both goodwill and initial losses in capital on 
which a “‘ statutory percentage ’’ was to be given would have 
been unjust. The same cannot be said of the definition of capital 
appropriate for a Monopolies Commission, for the Commission’s 
whole purpose is, in appropriate cases, to upset rather than to 
safeguard established positions. Initial losses should not, there- 
fore, be added to capital, but notice can be taken of the fact that 
losses have occurred in the past when the figures for any one year 
are being examined. 


7. Redundant Assets and Abortive Development Expenditure 


A change in the nature of a business may render some assets 
useless for their original purpose, though they may still have a 
substantial market value. There does not seem to be any reason 
why a public authority attempting to limit or to tax excess 
profits should allow any reward for assets retained in the business 
but not employed in it. Such assets could and should be with- 
drawn from the business. In making comparisons between firms, 
too, it is the effectiveness with which the employed assets are being 
used which it is desired to compare, so that again redundant assets 
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are best excluded. Of course, what is a redundant asset depends 
to a great extent on the efficiency with which assets are used. An 
inefficient producer might need two machines to do what an 
efficient producer could do with one. In this sense, almost all] 
businesses have redundant assets, and the degree of redundancy 
will be reflected in the rate of return earned. Perhaps we might 
make a distinction between partial and total redundancy, although 
the distinction is admittedly a shaky one. It is only totally 
redundant assets that we are proposing should be excluded from 
the figure of capital employed. It would have to be left to the 
investigating body itself, of course, to draw the line in appropriate 
cases. 

A similar problem arises when capital is sunk in a project 
which proves abortive and has to be abandoned. Mining and oil 
prospecting provide obvious examples. But whereas, normally, 
assets found to be redundant in their existing use have a market 
value elsewhere, an abortive bore-hole has no value anywhere. 
Our view is that capital sunk and lost is no longer employed in 
the business, and should be excluded from the computation of 
employed capital. This raises questions as to how a Monopolies 
Commission should reward risky investment. We shall return 
to this later. 


8. Proprietors’ Remuneration 


It seems clear that, where the directors or proprietors are 
fully engaged in running a business, a notional figure for their 
remuneration should be included in operating expenses. Strictly 
speaking, this should be what the individual concerned could earn 
in other employment, but as this could not easily be ascertained 
it would seem best to include a sum equal to that which would 
have to be paid to a full-time employee doing the same work and 
bearing the same responsibility. 


Can CAPITAL BE MEASURED INDEPENDENTLY OF INCOME? 


It will be seen that the formidable problems attendant on any 
attempt to arrive at an accounting measure of the rate of return 
on capital stem mainly from the difficulties concerned with the 
valuation of fixed assets. It can, with some justification, be 
argued that these difficulties arise from an attempt to do the 
impossible. Capital, it may be said, can be measured objectively 
only before it has been embodied in specific assets. Once it has 
taken on a definite physical form, its value cannot be considered 
apart from the (discounted) income which it is expected to pro- 
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duce in the future. On this view the rate of return on capital 
must, at any time, approximate to the market rate of interest, 
taking due account of risk. This is, so to speak, an ex ante 
measure of the rate of return. 

Such a measure is, of course, useless in connection with the 
control of monopoly. What we have tried to do, therefore, is to 
arrive at an ex post measure of the rate of return by expressing it 
as the ratio of realised income to the money cost of the assets 
used in the business (suitably adjusted for price changes). This is 
unsatisfactory from a theoretical point of view, because the 
original cost of assets is not relevant to the valuation of actually 
embodied capital, but it seems the only way of arriving at a 
practical and useful concept. 


WHAT IS A REASONABLE RATE OF RETURN ? 


In connection with some of the applications of a measure of 
the rate of return to which reference has been made, some person 
or body of persons may have to decide what they regard as a 
“reasonable ” rate. The Simon Committee on the Distribution 
of Building Materials accepted, tentatively it is true, the figure of 
10% used for price-control purposes by the Board of Trade and 
other Ministries during and since the war. For E.P.T. purposes, 
the “ statutory percentage ” on capital and on increases in capital 
which was allowed free of tax was 8° for a business carried on by a 
company not controlled by its directors and 10% for businesses 
carried on by individuals, partners or director-controlled com- 
panies (though the deduction from standard profits made for 
decreases in capital employed was only 6% in all cases). Under 
the new Excess Profits Levy 8—10°% on capital (depending on how 
capital is computed) is allowed as standard profits, with 12% on 
new capital and profits ploughed back. For director-controlled 
companies the rates allowed are 10—12°% and 14% respectively. 
Mines and oilwells receive more favourable treatment. The 
Monopolies Commission do not specify any figures as reasonable, 
but think that certain rates of return that it has encountered are 
high. It is not our purpose here to consider what is meant by 
“high ” or “‘ low ” in this context. One or two general remarks 
can, however, be made. 

It is clear that a rate of profit which is “ high ” in one industry 
will be “low” in another. This was recognised in the Excess 
Profits Duty of the First World War by giving different statutory 
percentages on capital to different industries. Similar proposals 
were made, but not adopted, in the course of discussion of Excess 
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Profits Tax in the last war,! although the principle of different 
rates of return is accepted to a very limited extent in the current 
Excess Profits Levy. To allow higher rates of return on their 
capital would seem the right way to reward risky enterprises for 
the risks they take, rather than by adopting definitions of capital 
which would include amounts sunk and lost in abortive ventures, 
since to do this would be to put a premium on errors of forecasting.’ 

It is also clear that it would be wrong to judge the “ reason- 
ableness ”’ or otherwise of a firm’s profits merely from the results 
of an isolated year’s trading. If, for example, a firm had made an 
average profit of 10° on its capital over a period of years, it is to 
be expected that in some years it would have earned considerably 
more than 10°, and in others considerably less. To look at the 
prosperous years alone might give a seriously misleading impres- 
sion of the average profit-earning capacity of the business. The 
present position of rubber companies who were not able to produce 
during the war provides an obvious case in point. 


THE RatTE OF RETURN AS A GUIDE TO THE EXERCISE OF 
MonoroLty Power 


We have now considered at some length how the rate of return 
on capital might best be measured when the exercise of monopoly 
power is being investigated. It should not be concluded from this, 
however, that we hold any exaggerated ideas of the usefulness for 
this purpose of even an “ ideally ” calculated rate of return. 

As the reports of the Monopolies Commission have amply 
demonstrated, monopoly power may be exercised in many ways. 
It may be used to charge high prices and make high profits. It 
may, on the other hand, be used to exclude competitors from a 
trade so that those already in it may live a quiet life with only 
“modest ”’ profits. In this case the exercise of monopoly power 
will show itself in a lack of incentive to introduce technical inno- 
vations, or to lower costs in other ways, rather than in high profits. 
Low profits may be a sign that costs have been allowed to rise to 
the level of prices as well as that prices have been reduced to the 
level of costs. When monopoly power has been used to shelter 


1 £.g., by The Economist, see the issue of February 17, 1940, p. 290. 

2 See Committee on Public Accounts Minutes of Evidence, 1942-3, pp. 440-1 
for a discussion of the different rates of return allowed to firms by the Ministry 
of Aircraft Production according to the efficiency of the firm and the degree of 
risk it undertook. The Select Committee on National Expenditure (4th Report 
1940-1, pp. 22, 41) recognised that “‘ the rate of return on capital should bear some 
relation to the degree of risk borne by the contractor,” but preferred a standard 
rate on the grounds of convenience. 
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inefficiency, credit for taking no more than a “ reasonable ”’ rate 
of return on capital can scarcely be claimed. 

The rate of return on capital is, therefore, only one of the things 
that the monopoly investigator needs to look at, and in some cir- 
cumstances it may be among the least important. 


CONCLUSION 

The foregoing discussion should make it quite clear that there 
is no obviously correct method of ascertaining the rate of return 
on capital directly from conventional accounting data, even 
when this figure is required for one specific purpose only. We 
recognise that a high degree of objectivity is unattainable in this 
field, and the prescriptions embodied in this paper must be re- 
garded, not as aiming at absolute truth but as no more than an 
attempt to widen the area of agreement as to the procedure to be 
followed where a measure of the rate of return on capital is 
required in monopoly investigations. However, if we do no more 
than to bring into relief the points on which disagreement may 
exist, something useful may have been achieved. 


AUBREY SILBERSTON 
St. Catharine’s College, 
Cambridge. 
Davip SoLoMons 
London School of Economics 
and Political Science. 














































EXPECTATIONS AND EQUILIBRIUM 


OnE of the most important developments in economic theory 
in recent times has been the growth of economic dynamics, that is, 
to quote Samuelson, the construction of economic models which 
“ involve time in an essential way.” 1 Rudimentary though these 
models still are and unsatisfactory as some of the assumptions 
dictated by the available techniques must be judged to be, there 
is no doubt that considerable progress has been made and new 
insights gained. For various reasons, however, recent dynamic 
theories, especially in the field of macro-economics, have been 
characterised by a great deal of formal mathematics and relatively 
little economics, and nowhere is this more true than in the discus- 
sion of dynamic equilibrium and dynamic stability conditions. 

Thus, while a great deal has been written on the conditions a 
dynamic system must fulfil in order that it should exhibit some 
form of regular motion or that it should approach the latter, 
hardly anything has been said about the particular economic 
assumptions which must be made to allow us to set up any par- 
ticular dynamic system. Especially the role of expectations in 
such models, once the hall-mark of dynamic theory, has been 
almost entirely neglected. It is the purpose of this paper to 
examine the type of expectations which must be postulated in 
order for dynamic equilibrium (of which static equilibrium is the 
special case) to be possible. 

Since, however, recent writings on this topic seem to have been 
based on definitions of equilibrium other than the one customary 
in economic analysis for the last seventy years, the question of 
definition must first be examined. Much of what we have to say 
is as old as, say, the oldest living Swede and must go by the name 
of old wine in slightly new bottles. Nevertheless, recent writings 
on the topic of dynamic equilibrium, as we hope to show, appear to 
have been written without the help of a draught of that old wine, 
and that must be the justification for the rather lengthy discourse 
that follows. 

The plan of the paper is as follows. In the first section we dis- 
cuss what we believe to be the distinguishing features of an equili- 
brium situation. Next we turn to a formal discussion of the con- 
ditions of general dynamic equilibrium. The third section is de- 


1 P. A. Samuelson, Foundations of Economic Analysis (henceforth referred to 
as Foundations), p. 314. 
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voted to a criticism in the light of what has gone before of some 
multiplier models, Mr. Harrod’s recent writings on the warranted 
rate of growth, the concept of dynamic stability of Samuelson and 
Metzler and lastly Professor Samuelson’s dislike of “ initial con- 
ditions.”” The last section is a brief restatement of the results 
when the simplifying assumption of single-valued expectations is 
discarded. 


I 


It is assumed that a producer must commit resources, in 
advance of the sale of output attributable to these commitments. 
The amount and form of the resources committed at any one 
moment of time will then depend on the producer’s expectations of 
future demand and prices. We now also assume that the out- 
puts and prices of all other producers remain constant throughout. 

Making the above assumption, we can say that a producer’s 
expectations as to future sales and prices will depend on his past 
sales and prices, since these are the only (variable) data available 
on which to base estimates concerning future events. We will 
call the function relating expected events to past events the 
expectation function of the producer. We also assume that 
expectations are single-valued and that expected sales and prices 
are equal to actual production and actual prices charged. 

Now when we speak of the long-run equilibrium of a producer, 
what we have in mind is a situation such that the producer’s be- 
haviour through time will remain the same. It is the invariance 
of behaviour over a certain period which gives significance to the 
concept of equilibrium. We wish to generalise this concept of 
invariance to include the case of moving equilibrium. Suppose 
that as in the Swedish “ disequilibrium method ” the producer 
always announces his price in advance and then sticks to it. 
Suppose, further, that the demand curve for the producer’s output 
(at any given price) varies, not in a random, but in a systematic 
way over time. Then there exists an expectation function such 
that supply forthcoming at any announced price in any period is 
exactly taken off the market at that price. The invariance of 
equilibrium is not 1:.0w to be found in a constant output and con- 
stant prices as in the stationary case, nor yet again in a constant 
rate of change of output and/or prices, but in the constancy of the 
form of the expectation function. Constant output or a constant 
rate of growth of output appear as special cases. 

What the constancy of the expectation function indicates is 
that the method of arriving at expected (planned) sales and output, 
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on the basis of past sales, etc., remains unchanged. As long as 
the variations in demand are systematic and not random it js 
possible (it should be noted that we do not maintain that this 
actually happens) to learn by experience and thus to evolve a 
*‘ rule of thumb ” or a mode of routine behaviour which will ensure 
that the output forthcoming at the planned price is exactly sold. 
If variations in demand are random, then there is no way for the 
producer of acquiring a method of forecasting which will ensure 
coincidence of expected and actual sales at every moment of time. 
The existence of equilibrium through time therefore pre- 
supposes the existence of an expectation function of constant 
form or, what comes to the same thing, a form of routine behaviour 
on the part of the entrepreneur.’ It is interesting to note that 
this implies that the recent writings of Mr. Shackle,” according to 
which each event experienced by the entrepreneur is in some 
sense unique, seems to apply to situations of disequilibrium only. 
Equilibrium always entails the repetition of some particular ex- 
periences, although these experiences need not be simple, for 

instance, the time path of any given variable need not be simple ! 
We have said that the significance of equilibrium lies in the 
invariance of behaviour when the latter is defined in a particular 
way. But in our definition of equilibrium we have not only 
- required the expectation function to be of constant, but also of a 
particular, form, namely such that planned sales and actual sales 
coincide at the planned price. It might now be argued, that if 
individuals react to disappointed expectations in a given constant 
way, we would have invariant behaviour without requiring the ful- 
filment of expectations. If that were so, then the question of 
what process to label an equilibrium process would indeed, as 
Professor Samuelson suggests, be a purely verbal one.’ For if a 
definite behaviour pattern can be established for all situations, 
nothing is gained by labelling any particular situation an equili- 

brium situation. 

The question then is : how does routine behaviour differ from 
decisions proper, and is routine behaviour compatible with a 
situation in which expectations are continuously being dis- 
appointed? Let us imagine a situation where the producer's 
expected sales fell short of actual sales by X units, and let us 
suppose that this caused him to plan to double his sales in the next 
period. It will, I think, be agreed that if in the next period he 


1 For an excellent discussion of the distinction between routine behaviour 
and decisions proper see Katona, Psychological Analysis of Econonvic Behaviour. 
2 G. L. S. Shackle, Expectation in Economics, especially Chapter VII. 
3 Samuelson, Foundations, p. 330. 
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again experiences an excess demand of X units there is no reason 
to suppose that he will again plan to double his sales—the fact 
that this mode of behaviour has already been tried and found want- 
ing will have an effect on his decisions to-day. Therefore the dis- 
appointment of expectations—the excess demand of any one period 
—will enter into his expectation function in a different way from 
the disappointment of any other period, which is only another way 
of saying that the producer is accumulating new experiences. 

As long as behaviour is not routine behaviour and decisions 
have to be taken, all past experiences of the producer for the 
commencement of his career are relevant to his decisions. (Who, 
for instance, could deny that the experiences of the thirties still 
exert some influence on producer’s expectations, and that this 
influence would be very great at the danger of a falling off in 
demand?) That means that the order of, say, the difference 
equation representing the expectation function will be continu- 
ously increasing as new experiences are accumulated. It is not 
legitimate to assume that as experiences recede into the past their 
influence can be neglected, for it may well be that a relatively 
recent experience exerts relatively little influence, while one in 
the more distant past exerts a strong influencc, because it was 
particularly vivid. When expectations are being disappointed 
there is no way of defining behaviour by saying that a producer 
will act in the same given way in the same situation, for the simple 
reason that the same situation can never occur twice, since the ex- 
perience of the first situation must always enter as a new parameter 
into the second situation. Only when behaviour is routine be- 
haviour is it sensible to talk of a “ behaviour pattern” or of 
“consistent behaviour.” 

There is therefore a difference in kind between equilibrium 
processes where behaviour is routine and non-equilibrium processes 
where it is not. This has some bearing on the setting up of 
dynamic models, which are not equilibrium models in the sense 
that expectations are being fulfilled. Given available mathe- 
matical techniques, all these models must be relatively simple, 
and in fact all of them at present assume what we have called 
routine behaviour. Now it may be sensible to imagine producers 
as changing routine behaviour at discrete time intervals rather 
than as continuously taking new decisions. A routine is tried for 
a certain period of time and if found inappropriate replaced by 
anotherone. In that sense, then, non-equilibrium dynamic models 
of the type known to us must be short-period models, that is the 
equations must be taken to hold for certain discrete periods of 
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time only. From this, it follows that it is not legitimate to use 
such models to define long-period moving equilibria, for unless 
expectations are being fulfilled, a new model will have to be set up. 
The truth of this is illustrated in a later section, where reference ig 
made to some recent writings on this topic. 


II 


We now turn to a discussion of some of the conditions a general 
dynamic equilibrium model must fulfil. 

To do this we shall introduce a “notional” system? which is 
constructed on the assumption that all expectations are fulfilled. 
The advantage of such a system, as will be seen, is that all its 
coefficients are determined either by technical conditions or 
*‘ tastes ’’ and are independent of any expectational element. 

If we assume that all expectations have been fulfilled in the 
past so that no “ backlogs ”’ have to be made good, current demand 
for inputs by “ firms ” will depend on : (i) their economic horizon, 
(ii) the length of various production lags, (iii) their expected 
future sales, and (iv) the coefficients of production. We can re- 
gard (i), (ii) and (iv) as given. Current demand for inputs is thus 
a function of expected future sales. Consumers’ demand may 
be regarded as a function of the income they expect to earn in the 
current period. If, now, in this model all expectations are ful- 
filled, expected sales equal actual sales, and supply is equal to 
demand in each sector. The path of income through time is thus 
fully determined by the “lag structure ’’ and the technical co- 
efficients. What the system of equations tells us is how incomes 
must evolve through time if all expectations are to be fulfilled. 
We can then deduce from this what the form of the expectation 
functions must be if equilibrium is to be possible. 

In the next section such a system is discussed in detail ; here we 
may give a simple and familiar example. Let us assume that 
expectations have been fulfilled in the past, and that the desired 
stock of capital is equal to the actual stock. Let the production 
lag be one period and the economic horizon also one period. Then 
current demand for investment depends on the expected increase 
in sales in the next period. The demand for consumption goods 

1 In the writing of this section I have greatly benefited from discussions with 
Mr. W. M. Gorman, who in fact suggested the use of the “ notional system ”’ as an 
alternative to an earlier, clumsier construction of my own. 

* 2 The procedure which we adopt here is, as will be seen, similar to Ragnar 
Frisch’s “‘ barring process.” See R. Frisch, ‘ On the Notion of Equilibrium and 


Disequilibrium,”’ Review of Economic Studies, III, 1936, pp. 100-5. 
3 We assume throughout that this function is linear. 
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depends on the income expected in the current period by con- 
sumers. We have: 


Di = v(S:44° aie S/) 4 cY¢. . . . (2.1) 


where D; is aggregate total demand in period ¢, S,,,°, S/ are 
expected sales in period (¢ + 1) and t, Y, is expected consumer 
income, and v and ¢ are coefficients relating expected changes in 
sales to current investment demand andexpected income to current 
demand for consumption goods. If all expectations are fulfilled, 
then there is no distinction between demand, supply and income 
(Y,). We can then, on this assumption, rewrite (2.1) as 





Y,=v(¥:,,— Yi) + cY, . . . (2.2) 
to yield the well-known solution 
1—c\' 
Y,=(1+—“)Y,- po oe 


Equation (2.3) then tells us at what rate incomes must expand if 
all expectations are to be fulfilled continuously. (2.3) is a 
notional system, since it can be set up only on the assumption 
that expectations are fulfilled. If the expectation functions do 
not conform with (2.3), then incomes will not expand at the rate 
shown by the equation. It is in this sense that the writer has 
interpreted Mr. Harrod’s warranted rate of growth (see later). 

But let us extend the analysis a little farther. Decisions are 
taken by a multitude of individuals. The first requirement for 
the existence of expectation functions compatible with the 
notional system is that expectations should be consistent in the 
sense that there are conceivable actual events which would allow 
all expectations to be fulfilled simultaneously. 

Consider a system of expectation equations in matrix notation : 


Yi = HY,_; . . . . . (2.4) 


where Y/ is a column matrix of n elements such as jy’, which is 
the income expected for period ¢ by the ith sector in period (¢ — 1). 
Y,_, is a column matrix of n elements such as ;¥;_,, which is the 
actual income of sector 7 in period ({— 1). EH may be a diagonal 
matrix if the expected income of any one sector depends only on 
its own past income, or it may be a square matrix with no zero 
elements if the expected income of any one sector depends on the 
past incomes of all sectors, or it may have any other desired form. 
Its typical element e;; is the coefficient relating the past income of 
sector 7 to the income expected by sector i. 

If now expectations are to be consistent in the sense defined 























808 THE ECONOMIC JOURNAL [DEC, 


above, then by a well-known theorem the rank of H must be the 
same as the rank of the augmented matrix 


P=(BiY/) -. ...- -« (28) 


This condition will always be fulfilled if the rank of F is n, that ig 
if all the expectation equations are linearly independent. But 
suppose we had a situation such that the expectations of the first 
(n — 1) sectors were independent of the past income of the n* sector, 
while the latter’s expectations depended only on the past incomes 
of the first (n — 1) sectors. Then (2.4) would be over-determined 
unless it is possible to eliminate one equation. If that is not 
possible, then the rank of # is (n — 1), while that of F is n, and 
expectations would be inconsistent. In order that expectations of 
this sort be consistent, it is necessary that the value of past incomes 
is such as to enable us to eliminate one of the equations. There 
are a number of other ways in which inconsistent expectations (in 
the sense defined) may arise. It is clear that such inconsistency 
excludes the possibility of equilibrium, quite independently of the 
form of the notional system. 

But let us now assume that such inconsistency is absent. The 
second question now to be answered is, what conditions must be 
fulfilled if actual events and expected events are to coincide con- 
tinuously ? . 

If they do coincide continuously, then (2.4) can be treated as an 
ordinary system of difference equations, since expected and actual 
events are by assumption always the same and every past event 
was an expected event. But if that is to be possible, then the 
evolution of the system (2.4) must be the same as that of the 
notional system which does not involve any expectation co- 
efficients but only technical and “ taste ”’ coefficients. Let this 
notional system be represented by: ! 


FimNeue 2 6 «s hs OO 


It will be clear that if the expectation system (2.4) is to be com- 
patible with the continuous fulfilment of expectations, the 
matrices H and N will have to be related in a certain way. Given 
that the initial conditions in (2.6) and (2.4) are the same, we 
require that first 

i Y¢ = [N — £] Y,=0 

|N —H|=0Oforsome vp +0 . «~ (2.7) 

1 It should be noted that it is normally possible to transform a matrix equation 


involving n lags into one involving one lag only. This, however, would affect our 
analysis under (2.7) and (2.9). See Foundations, pp. 419 et seq. 
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But the notional and expected values must coincide throughout, 
hence secondly, 


Yi41 — Yi,.° = [N? — EY, a 


—[N+E][(N —E]Y,—(NE—EN]Y,= (2.8) 
— by 2.7. [EN — NE]Y,=0 
|EN—NE|=0.... . (29) 


When (2.7) and (2.9) hold then the reader can easily satisfy himself 
that the notional and expectational values will coincide throughout, 
since any expression such as [V" — E£"] can be factorised in terms 
of (2.7) and (2.9). 

To make the implications of the above clearer and to demon- 
strate to what use the analysis can be put, let us assume that £ is 
diagonal and that N is a square matrix with all off diagonal 
elements not equal to zero. It will be clear that condition (2.9) 
can be fulfilled only if all the elements in # are the same 
(ei: = jj = ** = nn). Moreover, (2.7) tells us that e, must be one 
of the latent roots of N. When these two conditions are fulfilled 
(and the initial conditions coincide), then expected and notional 
values will coincide. We can thus lay down the proposition that if 
expectations of all sectors depend only on their own past income, 
then all the expectation coefficients must be the same if equilibrium 
is to be possible, and these coefficients must equal one of the latent 
roots of the notional matrix. 

It should now be noted that the expectational equations in no 
way determine the equilibrium path of the system. The latter is 
fully determined by the technical coefficients and lags. Our 
analysis tells us what type of expectation systems are compatible 
and what type are not, with equilibrium through time. 

These are some of the basic requirements for dynamic equili- 
brium to be possible. Clearly the technical coefficients of the 
notional system may be changing, and this would have to be 
taken into account in any moderately sophisticated model. But 
once we know how these coefficients are changing, the equilibrium 
paths of incomes could again be found. All this is, of course, very 
formal indeed, and yet the analysis may be of some interest, not 
only because a number of economists have written on the topic of 
dynamic equilibrium without once writing the word “expecta- 
tions,” but also because the approach outlined may enable us to 
say which of the conditions of dynamic equilibrium are likely to be 
fulfilled in the real world. In other words, an equilibrium model 
may be useful if for no other reason that that is can possibly tell 
us why equilibrium is unlikely. 
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There is also another use to which the analysis can be put. It 
is clear that our equilibrium path places no restrictions as such on 
the equilibrium rates of growth—for instance, they need not be 
constant. If, then, the system yields oscillatory growth of output, 
we would have a model of fluctuations from which the element of 
“‘ wrong ”’ expectations has been excluded. It would, in other 
words, have isolated the purely technical elements (coefficients of 
production, production lags, tastes) making for oscillations, from 
any expectational elements. In that sense it would be a “ pure ” 
model of the cycle, for it would show how oscillations occur even 
when it is assumed that everyone anticipates the future correctly, 

On the other hand, it may be argued that individuals are only 

' able to assimilate simple experiences, e.g., constant demands or 
constant rates of growth, so that expectations are always of con- 
stant outputs or at best constant rates of growth of output. If 
that sort of intuitive assumption is justified, then if the notional 
model yields oscillating outputs expectations are bound to be 
disappointed, and the actual rates of growth of outputs are un- 
likely to be constant (because of changing reactions to disappointed 
expectations). If, on the other hand, the notional model yields 
constant rates of growth and if expectations are everywhere ful- 
filled, then an explanation of the trade cycle must concentrate on 
showing (i) how the notional and expectational systems come to be 
out of step and (ii) how the consequently disappointed expectations 
lead to the oscillations it is desired to explain. The explanation of 
the cycle would then be mainly in terms of disappointed expecta- 
tions. 


III 
This section is mainly critical. It is hoped to show how the 
neglect of some of the problems raised in the previous section 
has led some writers to some curious conclusions. 


The Multiplier 

Let us first set up a simple “ notional ’’ model of the economy. 
We assume that the current demand for inputs by producers and 
consumers depends on the output (income) expected in the next 
period.! If D, is the demand for the output of the ith sector in 
period ¢, we write : 


n 
Pam Sige, ost? 2 — 
D; = Lay Gei...2) . -. @ 
1 Our conclusions would be in no way affected if we made consumer outlay 4 


(linear) function of income expected in the current period. In that case one of the 
equations could be eliminated from our system. 








It 
h on 
t be 
put, 
it of 
ther 
8 of 
rom 


he 


on 


id 
xt 
in 











1952] EXPECTATIONS AND EQUILIBRIUM 811 


where yy'*! (j =1.. . m) is the output producer j plans to 
produce in period (¢ + 1) and ,y‘*? is the income expected by 
households in that period. The aj’s are input coefficients, here 
assumed technically fixed, and they measure the proportion of j’s 
expected output spent on the output of industry ¢ in the current 
period. 

If all expectations are continuously fulfilled, then actual and 
expected output, and demand and supply coincide. Equation 
(3.1) can then be rewritten : 


‘Yt = yt = Df = YayY1G@=1...m) . (8.2) 


where the capital letters denote actual output produced. Let 
us now also suppose that there is a component in the demand for 
the output of each sector which is independent of income and 


write : 
PD = Lay ¥**? + K; ° ° ° ° (3.3) 


or in matrix notation : 
Yi=AY'*14+K... . . (3.4) 
Then by a well-known procedure we can find the constant com- 
ponent y in the solution of (3.4) to be : 
gmll—ATOR ... . + « GP 
and letting Z be the divergence of j’s output in ¢ from » we 
write the matrix equation in the divergences from y as: 


Z=AZ*' or Fti=AtZ. . . (3.6) 


If now, as is usual in multiplier analysis we assume that the matrix 
A obeys the condition that 
A'—>0 as t—>o... . (3.7) 


it is immediately clear that the difference equation system (3.6) 
must be explosive. We thus reach the interesting conclusion that 
if it is assumed that expectations are continuously fulfilled and at 
the same time that the marginal propensities (7.e., the column sums 
in A) are less than unity, then no constant income levels will be 
reached by the ordinary multiplier process. 

One of the essential assumptions therefore of the well-known 
multiplier models which lead to convergence to y is that individ- 
uals do not anticipate future events correctly. Unfortunately 
these assumptions are rarely stated explicitly. But let us examine 
some of the conventional models in greater detail and see what 
sort of expectation functions they imply. The conventional model 
is usually written as 

Yeite AY'4+K.... . (88) 
No. 248.—voL. LXIl. 3H 
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A normal way of interpreting this model is as follows. Let us 
first assume that there is no consumption lag. Incomes are 
spent immediately they are received. But there is a production 
lag—increases in demand are not anticipated—of one period. 
Hence supply lags behind demand by one period. Thus if we 
assume : (i) that planned supply is always equal to actual supply 
(no factor shortage); (ii) that planned supply in period ¢ is equal 
to demand in period (¢ — 1); (iii) that receipts from decumulated 
stocks are not treated as income, while the current value of 
accumulated stocks is treated as income, and hence (iv) that 
planned supply for period ¢ is income of period ¢, and finally (v) 
that demand in period ¢ is a function of income in period ¢, then we 
have the simple system : 


Dt = ASt 


gt Dr B=AifP*... GF 
Co’ = 


where D' is the demand matrix and S‘ the supply matrix. 
In this manner (3.8) can be treated as a system of supply 
equations. 

It is now also seen that the introduction of a consumption lag 
does not materially affect the system beyond raising the order of 
the difference equations. But the question must now be asked : is 
it possible to interpret (3.8) on the assumption that there are only 
consumption lags, but no production lags? It will be clear that 
a consumption lag on the part of firms must imply, if there is to be 
no production lag, that the coefficients relating their past income 
to current demand for input must contain an expectational 
element. But this is normally ruled out by the conventional model, 
and hence we have to assume that the consumption lag applies to 
households only. 

The absence of a production lag would mean that in our notion- 
al model, as well as in (3.8), we could eliminate all equations 
except the household one. This, then, is a case exactly analogous 
to the one to which Mr. Goodwin has drawn attention, in a static 
analysis, namely the case where only households save, and where 
it is therefore possible to eliminate all other equations from the 
system.! But this is not an interesting case, and we shall hence- 
forth assume that a production lag is present. 

If, then, we interpret (3.8) as in (3.9), then as long as demand 
is changing, it will not equal supply in. any one period. To 
simplify matters let us suppose the initial conditions in (3.8) to be 


1 See R. M. Goodwin, “The Multiplier as a Matrix,’”? Economic JouRNAL, 
Vol. LIX, December 1949, p. 542. 
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such that no fluctuations in output occur, and where the expansion 
path of any sector 7 is given by the equation : * 


iy’ = NM; -{- if . ° . ° (3.10) 


where M; is a constant derived from the initial conditions and A 
is a root of the system (3.8) which is real and numerically smaller 
than unity. A solution of the form (3.10) is highly unlikely, but 
it will do well enough for simple illustrative purposes. The output 
of each sector will therefore be increasing at a decreasing rate, and 
this must mean that demand is also increasing (at a decreasing 
rate). But by assumption increases in demand are not anticipated, 
hence each sector will experience excess demand during the “ ad- 
justment ” process. Since it is assumed that producers in any 
period ¢ always produce what was demanded in period (¢ — 1), it is 
clear that they will do no more than attempt to keep their stocks 
intact; that is, the increase in supply in any period is always 
exactly equal to the stocks decumulated in the previous period. 
But each period more stocks are decumulated until demand 
ceases to expand. After that a constant amount of stocks are 
accumulated and decumulated each period. 

It is seen that the assumptions of the model imply that pro- 
ducers regard a certain demand, say ,y’ < iy as normal, and any 
divergences from it as purely temporary. But their expectations 
will be continuously disappointed, for their action leads to a 
stabilisation of demand at ,y. Sooner or later the new situation 
will be regarded as normal. When that happens, producers’ total 
orders will increase by yy — iy’. Demand everywhere will now 
increase above the previously constant level, but provided the 
old level of demand is now regarded as normal, this increase in 
demand will be temporary, and a genuine equilibrium with 
expectations fulfilled will be achieved. 

The above example was simple, but it draws attention to an 
important point—we must not neglect the fact that in the transi- 
tion from one stationary equilibrium to another expectations must 
change. This change itself will produce certain disturbances, 
which in the present example were only temporary, but must 
nevertheless be taken into account. 

We have no serious quarrel with the type of multiplier model 


1 Mr. Goodwin’s conclusion that a system such as the one under consideration 
“not only may .. . exhibit oscillatory behaviour (but)—it must do so” is not 
correct, since it is not a sufficient condition for oscillations to occur to prove that 
some of the latent roots cannot be real and positive. In addition, it is necessary 
to show that the system is excited along the relevant co-ordinates, 7.e., oscillations 
are not (in a linear model) independent of initial conditions. 
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just discussed. But owing to the neglect of some of the expecta- 
tional problems we have pointed out, certain curious results were 
achieved by some writers who have extended the model to deal 
with a situation where injections were not constant through time 
but growing at (say) a constant geometric rate. 

It is easy to show that if in (3.8) K is replaced by H(1 + g), 
where H is a column matrix with typical element h;, that the out- 
put of each sector will, after a time, expand at a constant rate g, 
The assumption that supply in period ¢ is equal to demand in 
period (¢ — 1) is now quite untenable, since that would mean that 
the producer would soon have no stocks left to decumulate! On 
the other hand, if we assumed that expectations are continuously 
fulfilled, then as we have already seen, no sector would expand at 
a constant rate. It is therefore crucial to postulate at what 
juncture in the process expectations change and become correct 
and “normal.” If this occurs only when demand has been increas- 
ing at a constant rate for some time, and if individuals now come 
to expect this increase in the future and if the divergence from 
that rate due to this change in expectations does not cause them 
to change their expectations again, then a genuine equilibrium at 
a constant rate of growth will be established. It is seen that the 
assumption that all “ marginal propensities ” are less than unity 
is quite insufficient to establish a constant rate of growth in out- 
put. In fact, this assumption deals only with the simplest of all 
problems, namely, where will a system of difference or differential 
equations converge on a certain path. Any reasonable elementary 
text-book in mathematics will supply the answer. The answer the 
economist must supply is what sort of economic behaviour can be 
reasonably assumed to enable us to set up a structurally stable 
equation system? This, surely the most important aspect of the 
economist’s contribution, has been too long ignored. 

In fact, it is most unlikely that a constant equilibrium rate of 
growth will be established even when all questions of ‘‘ induced ” 
investment are ignored, as in our model. For one thing the 
assumption that all injections are growing at the same rate is 
highly unrealistic. For another the transition between one set 
of expectations and another involves disturbances just at a time 
when expectations are most fluid, so that these may never become 
“normal ” and the system may remain in more or less permanent 
disequilibrium. 

To sum up. Most conventional multiplier models are of a 
form such that convergence of income to some definite time path 
takes place. To establish that we have shown it must be assumed 
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that expectations are being disappointed, during the “‘adjustment”’ 
process. This we have argued is inconsistent with a constant 
expectation and behaviour function for any length of time. To 
prove therefore that some permanent equilibrium will be estab- 
lished, we must show how and at what stage expectations change 
and become “correct.” In the static model that is relatively 
easily done on fairly realistic assumptions. In the case of chang- 
ing injections this is not so. The really important point of prin- 
ciple is that models of type (3.8) cannot be used by themselves to 
prove convergence; some outside assumptions as to how 
expectations change must be introduced. 


Mr. Harrod’s Moving Equilibrium 

Ina recent article Mr. Alexander! pointed out that Mr. Harrod’s 
“ warranted rate of growth ”’ assumed that expectations would be 
continuously fulfilled in that it was derived from what we have 
called a ‘‘ notional”’ model. In a later article in the Economic 
JOURNAL (June 1951), Mr. Harrod attempted to extend the concept 
of a warranted rate of growth to include the case where producers 
chronically find themselves short of stock and capital. 

To do this Mr. Harrod assumes that producers will maintain a 
certain type of routine behaviour in spite of the continual shortage 
of stocks, etc. The precise behaviour equation he suggests is that 
any producer will increase his demand for inputs in any one period 
by an amount by which his stocks currently fall short of the opti- 
mum amount. If orders are to increase at a constant rate g, then 
the desired stock and the actual stock must grow at the same rate, 
or what comes to the same thing, the absolute difference between 
these two must grow at the rateg. If the “ success ” of this form 
of routine behaviour depends on the ratio of actual to desired 
stock, then the degree of success remains constant throughout. 
If, however, success depends on the absolute difference between the 
two, then the degree of success will be decreasing. It is a moot 
point whether the former or the latter relation between stocks and 
success is the appropriate one. 

But this is not the only objection to Mr. Harrod’s new formu- 
lation. The fact that entrepreneurs never anticipate increases in 
demand, he maintains, ‘‘ betokens a more cautious temperament.”’ 
In Mr. Harrod’s world the producers perform the same experiment 
over and over again with the same result, and yet unlike other 
mortals they never learn from experience. Mr. Harrod therefore 


1 §. S. Alexander, ‘“‘ Mr. Harrod’s Dynamic Model,’ Economic JouRNAL, 
December 1950. 
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never allows for what Mr. Shackle has called “ clarifying ” expecta- 
tions, and that seems unrealistic to a high degree. 

Moreover, if again in Mr. Shackle’s terminology, the potential] 
surprise attached to an increase in demand is high, then it may be 
more cautious to act as if no increase in demand were anticipated 
at all. But if it is found repeatedly that demand has in fact 
increased—and, what is more, in a regular manner—then such 
increases must before long be regarded with zero potential sur- 
prise, and a constant demand with ever-increasing potential 
surprise. The constancy of the behaviour of a Harrodian producer 
in such circumstances betokens not so much a more “ cautious 
temperament ”’ as sheer perversity. 

A similar criticism can be applied to Professor Hicks’s equi- 
librium rate of growth. Here producers are continuously 
losing stocks and soon will have none left to lose, and they are 
assumed to persist in the type of routing behaviour postulated 
for them in spite of this. 


Dynamic Stability Conditions 

It will be clear from our foregoing discussion that the equili- 
brium behaviour equations cannot be utilised to assess the stability 
of a system, for any outside “shock” will constitute a new 
experience in the face of which “ decisions ” must be made and 
which cannot properly be treated by the established routine 
behaviour. 

This is fully realised by the authors to whom we are indebted for 
an analysis of the dynamic stability of a Hicksian pure exchange 
system.2 They postulate a new set of behavioural equations, 1.¢., 
that the rate of change of the 7“ price is a function of the excess 
demand for the i** commodity, to examine whether a given dis- 
turbance will set up forces to restore equilibrium. 

Yet this treatment of the problem is open to several objections. 
First they postulate the existence of a definite supply func- 
tion, which relates current supply to current prices. Such a 
function, however, means that a given price at all times implies a 
given supply, irrespective of whether that price is the “ equili- 
brium”’ or “normal” price or not. Thus expectations are 
assumed to be perfectly “ plastic ’—any price that is estab- 
lished is regarded by producers as permanent. This assumption 

1 J. R. Hicks, A Contribution to the Theory of the Trade Cycle, Chapter V. 

2 L. A. Metzler, ‘“ Stability of Multiple Markets: The Hicks Conditions,” 
Econometrica, XIII (1945), pp. 272-92. P.A. Samuelson, “ The Relation between 
Hicksian Stability and True Dynamic Stability,” Econometrica, XII (1944), p. 256; 
also Foundations, pp. 269-76. 
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seems to me entirely unwarranted, and incidentally precludes the 
action of what economists have for long regarded as one of the 
main stabilising forces in the system—namely “normal” ex- 
pectations. 

But there is worse to come. Suppose that the reaction equa- 
tions postulated lead to ever-increasing excess demands, i.e., that 
the system is unstable. What then? In what sense has the 
final instability of equilibrium been proved? The routine be- 
haviour postulated for the producer is clearly not a success from 
his point of view—he is continuously making lower profits than he 
could have made. It seems altogether fanciful to suppose that 
producers’ behaviour will not change. The question to be 
answered is, what will happen when producers have, so to speak, 
started out on the wrong foot and have chosen an inappropriate 
form of routine behaviour. Will there be any forces at work 
leading to redress the balance? This is a question for economists— 
the exact mathematical conditions on which so much effort has 
been expended are secondary. 

Let us for the moment look at a single-industry model, with 
supply and demand functions as postulated by the stability 
theorists. Equilibrium for the moment is unstable, there has 
been a disturbance, and prices and outputs are fluctuating in the 
familiar cobweb manner. The producers find that each time 
they have increased supply in response to an increase in price, 
they have produced too much, and each time they have reduced 
supply in response to a fall in price they have produced too little. 
Whether the industry is monopolistic or not, this is the experience 
of the average producer. Is it really supposed that modern 
businessmen or even farmers? will not learn from this? Surely 
before long, when prices rise, the repeated experience of over- 
production will induce the individual producers to increase their 
supply by less than they would otherwise have done, and reduce 
their supply by less when prices fall. If we like, the supply curve 
will become flatter, and that will eventually lead to the re-estab- 
lishment of equilibrium. 

The above example does not seem over fanciful. It is not, 
however, intended to imply that all systems are ultimately stable. 
The case which is here pleaded is the importance of a distinction 
between short-run and long-run stability. A system possessing 
short-run stability, provided its parameters remain the same, is 


1 It is interesting to note that it seems generally agreed that if farmers are to 
be induced to produce more of a particular product, higher prices are normally 
insufficent—they must also be guaranteed for a certain period at least. 
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also likely to possess long-run stability. But the reverse is not 
true—short-run instability does not necessarily imply long-run 
instability. In the context of the models normally examined, 
namely the effect of a once-over disturbance on the system, it seems 
to me that it is long-run stability conditions which are of import- 
ance and that the present treatment can leave the system happily 
oscillating or exploding without anyone caring a further rap about 
what will become of it. 


Equilibrium and “ Initial Conditions ” 

In his discussion of the concept of moving equilibrium, Pro- 
fessor Samuelson is eager to find a definition such that the equili- 
brium path is independent of “ initial conditions.” (In, say, a 
difference equation of order » the solution depends on the roots of 
the equation and the n given past values of the variable. The 
latter are called the initial conditions.) Equilibrium in Professor 
Samuelson’s work occurs if all the possible expansion paths of the 
system converge one on the other. 

Professor Samuelson draws many of his examples from 
physics, and this perhaps explains why he has not made clear why 
independence of equilibrium from initial conditions is a sensible 
requirement in the realm of economics. The initial conditions, 
i.e., past values of variables, constitute the sum total of relevant 
experience of the economic units of decision. It would be very 
curious if their behaviour were to be quite independent of the 
form of that experience. In fact, of course, it is more sensible to 
assume that there will be different behavioural equations for 
different past experiences. 

While therefore everyone, of course, is at liberty to define any- 
thing in any way desired, it does not seem useful to use concepts in 
economic analysis to which it is known in advance that there are 
no counterparts in the real world. 


IV 


Up to now we have proceeded on the assumption that all 
expectations were single-valued and have insisted in our defini- 
tion of equilibrium that all expectations would have to be fulfilled. 
It is, however, well known that expectations are not single-valued, 
and it may therefore be argued that no sensible meaning can be 
given to the statement that all expectations are fulfilled. It is the 
purpose of this section to summarise very briefly some of the 
problems raised by these objections. 


1 Foundations, Chapter XI. 
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As I hope we have made clear, our main pre-occupation in the 
analysis of equilibrium was to find a situation for which the be- 
havioural equation could be regarded as remaining of constant 
form. We cannot observe expectation—only behaviour. Let 
us repeat what we mean by constant or routine behaviour. The 
latter is said to occur if the behaviour of the economic unit is the 
same whenever certain variables on which this behaviour is said to 
depend take on any same given values. Now without begging 
the question of single versus multi-valued expectations, we have 
argued in this paper that the behaviour function will remain of 
constant form if, and only if (over a period of time), the routine 
behaviour it describes is successful. Thus, for instance, a per- 
manent decumulation of stocks can hardly be described as “ success- 
ful.” If, then, we take as a criterion of success that demand is 
always equal to the supply for the commodity at the given prices, 
then we can use the model of the previous section without modi- 
fication. In the notional model instead of “‘ expected ” output 
we put planned output (and some output must be planned what- 
ever the expectations). Instead of an expectation model we put 
a planning model. It is not now directly relevant to ask how 
planned outputs are related to multi-valued expectations. Some 
decision must be taken and some output planned; if at given 
prices this is exactly taken off the market, we would say that the 
routine behaviour implied by the planning function has proved 
successful. 

It may, of course, be that even partial success will be sufficient 
to ensure the constancy of the behaviour function. Our main 
point here is that if the actual achievement differs (over time) from 
a successful achievement in a systematic way, then this con- 
stitutes new ‘‘ experience ” and attempts will be made to change 
behaviour. 

We can thus by-pass the problem of multi-valued expectations 
without invalidating our previous analysis. This does not mean 
that this is not an important problem, for it clearly is essential to 
know something of the relationships between expectations and 


the routine adopted. 
F. H. Hann 


University of Birmingham. 














A NOTE ON TERTIARY PRODUCTION 
I 


THE criticisms recently offered by Mr. Bauer and Mr. Yamey 
of the thesis that “ shifts of employment toward secondary and 
tertiary production . . . are the inescapable reflection of economic 
progress ” 1 suggest that the present may be an appropriate time 
for re-examining the concept of tertiary production. 

Discussions of terminology are often arid and fruitless, and 
there is weighty authority for the view that “it is only the more 
illiterate economists who fail to see that to tie words down to one 
meaning only would make it impossible for us to communicate our 
thoughts unless our vocabulary was enormously enlarged.” ? 
Nevertheless, it is always a good idea to have a fairly precise 
notion of what we are talking about. When tertiary production, 
moreover, was first suggested as a useful tool of economic analysis, 
there were no precedents in economic literature to confuse the 
discussion of its meaning, and it might hopefully have been 
expected, therefore, that there would be no great difficulty in 
launching it with a reasonably precise meaning attached to it 
which in the course of time would become generally acceptable. 

These expectations have not been completely fulfilled, and it 
was perhaps naive, or even culpably negligent, for those who first 
used the phrase tertiary production to have taken so lightly their 
responsibility to provide a rigorous definition of its meaning. 
To some extent reluctance to face this issue was, however, deli- 
berate, and in re-examining the concept to-day it will also be 
proper to inquire how far this reluctance was justified. 

Twenty years ago the terms primary production and secondary 
production were widely used in many parts of the world, and 
especially in Australia and New Zealand, as convenient shorthand 
phrases to sum up the contrasted activities of farmers and manu- 
facturers. There was not, indeed, universal agreement that these 
were the most appropriate meanings to attach to the terms. In 
1938, for example, the “‘ secondary producers ”’ were, for J. A. 
Bowie, not those who were engaged in manufacturing and kindred 
activities, but “‘ those who provide ‘ services,’ such as shopkeepers, 


1 Pp, T. Bauer and B. 8S. Yamey, ‘‘ Economic Progress and Occupational 
Distribution,’’ Economic JoURNAL, December 1951. 
2 E. Cannan, Economic Scares, p. 42. 
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builders, laundries, landladies, transport and municipal workers, 
and the professions.” 1 The terms were apparently not widely 
used in the United States, for in the same year an American writer 
felt it necessary to explain to his readers that primary production, 
as a synonym for “ the agricultural and livestock industries,’ was 
an Australian usage. And even in Australia, J. B. Brigden in 
1933 would have preferred to use the term secondary to describe 
any industry which did not sustain population ‘“‘ by natural 
capacity to produce some commodity or service itself not accessory 
to other production, without imposing costs on the community.” ® 
On this interpretation, most of Australia’s wool and butter pro- 
duction, all its sugar and many of its minor farm products should 
have been described as secondary, because their production 
imposed some cost on the rest of the community. Gradually, 
however, the interpretations of primary and secondary production 
which were in the minds of those who invented the term tertiary 
production have become generally acceptable, and Colin Clark’s 
definition of primary production as including “ agricultural and 
pastoral production, fishing, forestry and hunting” and of 
secondary production as covering ‘‘ manufacturing, building 
construction, and public works, gas and electricity supply ” and, 
as a general rule, mining, may now be regarded as standard. 

At a time when unemployment was everywhere an urgent and 
apparently intractable problem, the identification of the sectors 
of the economy where suitable openings for the unemployed 
might most hopefully be sought was naturally much discussed. 


1 Scotsman, September 28, 1938. 

2 E. de S. Brunner, Rural Australia and New Zealand, p. 4. 

3 The Peopling of Australia (Further Studies), p. 108. 

* The Conditions of Economic Progress (1940), p. 182, 2nd ed. (1951), p. 401. 
There has been some divergence of opinion about the classification of mining. 
An activity which dates back to the early chapters of Genesis might be thought 
to be indubitably primary. On the other hand, it has little in common with 
agriculture, and in many respects mining operations closely resemble those of 
manufacturing industry. According to Colin Clark (Conditions of Economic 
Progress, p. 337) there is also some case for regarding building as a service rather 
than a secondary industry, especially that part of its output which consists of 
small-scale repair and maintenance work, and he has allocated it in this way in 
some of his calculations (Australian Economic Progress against a World Background 
(1938), p. 20). Its allocation to secondary production seems, however, more in 
accord with ordinary habits of speech. 

In the 1947 edition of Webster’s Dictionary there is no reference to either 
primary, secondary or tertiary production, though fifty-nine technical phrases are 
listed of which the word primary forms a part, more than a hundred with secon- 
dary and nine with tertiary. This neglect of primary, secondary and tertiary 
production is, however, probably attributable rather to the goneral, and on the 
whole intelligible, reluctance of dictionary-makers to claim competence as 
economists than to any radical ambiguity in the meanings of these terms. 
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Primary production and secondary production seemed to be useful 
signposts for guidance in this discussion. Long before the Great 
Depression it had been a widely accepted article of faith in 
Australia and New Zealand that it was the duty of all right- 
minded immigrants to “ go on the land,” and the drift of popula- 
tion to the towns, where employment was found almost ex- 
clusively in activities other than those of primary production, had 
been generally deplored and denounced. When, however, ex- 
perience revealed the possibility of oversaturation in certain 
sectors of agricultural production, many people in the Dominions 
felt that manufacturing industry deserved all the encouragement 
that could be given to it, and in the negotiation of imperial 
preferences “‘ the right to develop their own secondary industries ” 
was strongly urged by Dominion spokesmen. Mr. Walter Elliot, 
then the British Minister of Agriculture, endeavored to counter 
these claims with the reply, “when you lock us out of the 
factories, you lock us into the fields.” 1 On both sides there was 
the implicit assumption that the classification into primary and 
secondary industries exhausted all the significant possibilities of 
employment. Every one knew, indeed, that many people found 
employment outside the primary and secondary fields, in trans- 
port, in retail trade and other miscellaneous occupations. But 
these were regarded as occupations of subordinate importance, 
and it was felt that there was no need for public policy, which 
actively concerned itself with both primary and secondary pro- 
duction, to pay much attention to them. 

Dissatisfaction with these circumscribed habits of popular 
thought—from which indeed many economists were not entirely 
free—suggested that the invention or adaptation of a simple term, 
selected by analogy with the already generally accepted terms, 
primary and secondary production, might help to direct attention 
to the importance of types of economic activity other than 
farming and manufacturing, and to the possibility that more care- 
ful study of these activities might help in answering the question— 
in what sectors of the economy is economic progress most likely to 
require rapid growth? World economic history, it was accord- 
ingly suggested in 1933,? might be conveniently, if roughly, 
sketched in three stages. After the primary and secondary 
stages, where effort was concentrated first mainly on agricultural 
and pastoral and similar occupations, and then on manufacturing 
production and the activities associated therewith, the richer 


1 Manchester Guardian, March 21, 1934. 
2 Allan G. B. Fisher, “‘ Capital and the Growth of Knowledge,’’ Economic 


JOURNAL, September 1933. 
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economies emerged into a tertiary stage, where it was possible 
“to divert an increasing proportion of human time and effort and 
of capital equipment into the production of goods and services 
which are not in the ordinary sense of the words to be included in 
either of the categories of primary or of secondary production, 
namely, facilities for travel, amusements of various kinds, per- 
sonal and intangible services, flowers, music, art, literature, 
science, philosophy, and the like.” The list of “ tertiary ” 
activities here offered was certainly sketchy and incomplete; 
and the additions subsequently suggested, by way of illustration, 
communication services, teaching, hospitals, insurance, res- 
taurants and garages, were still expounded rather unsystematic- 
ally.1 Little consideration was given to the difficulties of a precise 
statistical measurement of tertiary production, the main objective 
indeed being to set forth the central concept as simply and as 
clearly as possible, without being unduly concerned with the 
troubles that would face a statistician who attempted to convert 
it into a working tool for statistical analysis. 

It had indeed for some time been evident if primary and 
secondary production were to provide satisfactory headings for 
statistical tabulations that the formulation of the precise defini- 
tions required raised difficult questions to which, perhaps, only 
arbitrary answers could be given. The case of mining has already 
been mentioned. Similarly, it is not easy to determine the precise 
stage in the conversion of milk into butter or cheese when this 
work ceases to be primary and becomes secondary. These and 
similar difficulties caused some variations in statistical practice 
in Australia and New Zealand, where the terms were most widely 
used, and indeed some doubt as to whether secondary production 
was a suitable category for statistical analysis.2 Investigations 
that involve the use of occupational statistics necessarily en- 
counter difficulties of this kind. There will always be many 
people who obstinately refuse to place themselves in occupational 
or industrial groups with boundaries so clear cut that their statis- 
tical classification is perfectly simple and straightforward. These 
difficulties are simply illustrated in any attempt to measure 
statistically changes in the importance of agriculture in the 
national economy. The simplest course is to assume that fluctua- 
tions in the ratio of agricultural to total employment will give a 
sufficiently accurate approximate measure. Statistical records of 


1 Allan G. B. Fisher, The Clash of Progress and Security (1935), pp. 28-31. 
2 Allan G. B. Fisher, ‘‘ Production, Primary, Secondary, and Tertiary,” 


Economic Record, June 1939. 
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agricultural and other employment cannot, however, take proper 
account of the extent to which any decline in the apparent relative 
importance of agriculture as a field of employment is the result 
merely of specialisation which removes from the farmer the 
responsibility for certain types of work which he formerly per- 
formed, without any necessary corresponding change in either the 
volume of agricultural output or the amount of effort devoted to 
strictly agricultural work. Instead of doing his own transport 
work, for example, the farmer may pay a specialist to do it for 
him, and the same is true of other activities ancillary to his main 
objective. It is scarcely practicable to count in the primary 
production group ! all who thus indirectly contribute to the pro- 
duction of food or raw materials, but considerations such as this 
always have to be borne in mind in interpreting the statistical 
record of occupational shifts. Statistical complexities are not, 
however, a sufficient reason for rejecting terms which in other 
respects are likely to prove useful instruments of thought. Our 
attention may properly be drawn to the “ important difficulties 
arising out of imperfect economic specialization ’’ which often 
impair the value of formally clear-cut occupational classifications.’ 
These difficulties are not, however, impassable barriers that 
prevent us from making meaningful and accurate generalisations 
about the significance of occupational shifts. If a concept has an 
identifiable hard core of meaning, we need not be unduly troubled 
by a certain vagueness and uncertainty on the periphery.® 

In seeking a definition for tertiary production, marginal un- 
certainties were indeed soon apparent, comparable with those that 
blur certain parts of the boundary between primary and secondary 
production. The simplest course was to proceed by a process of 
exclusion. As Colin Clark put it, tertiary production covers “ all 
forms of economic activity not included under primary and 
secondary,” * and he later listed ‘“ distribution, transport, public 
administration, domestic service, and all other activities producing 
a non-material output,’ > as the principal tertiary activities. 


1 Administrative officers in the Department of Agriculture were, in fact, 
included in the primary production group in the New Zealand 1926 Census. 

2 Bauer and Yamey, loc. cit., p. 753. 

8 Similarly, no one would suggest that, because no statistical measurement of 
urban and rural population is possible without some arbitrary, and possibly 
variable, criterion for distinguishing between the two, the use of these otherwise 
useful terms should therefore be barred. In New Zealand, for example, the urban 
population has beon defined as including all cities, boroughs and town districts 
with a population of 1,000 or over. 

4 Australian Economic Progress against a World Background (1938), p. 13. 
5 The Conditions of Economic Progress, p. 182, 2nd ed. (1951), p. 401. 
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Jefinition by difference guarantees indeed that any classification 
based upon it will be formally exhaustive, and if the requirements 
of a rigorous formal logic are to be respected, a definition of this 
kind is probably the best that we can do for tertiary production. 
It is not, however, entirely satisfactory to treat the last group in a 
classification merely as a miscellaneous rag-bag into which every- 
thing has to be thrown that cannot conveniently be fitted any- 
where else. If the claim is to be justified that tertiary production 
indicates a field of inquiry worth investigation for its own sake, we 
must also seek for some hard core of positive meaning for the term, 
parallel with those that give a unity to primary production and 
secondary production, however uncertain the fringes of these 
concepts may be. 

The original purpose for which the term was invented was the 
construction of a conceptual framework which might be helpful in 
analysing the fields of activity in which at any given time rapid 
growth would harmonise most closely with the requirements of 
economic progress. The first direction in which a more rigorously 
logical fundamentum divisionis might be sought for the classifica- 
tion of production was therefore in terms of the structure of 
consumers’ demand.! In the simplest terms the fundamentum 
divisionis might then be regarded as a by-product of the search for 
a systematic answer to the questions, how do we spend our money, 
and, especially, how are we likely to spend our money when our 
real incomes rise? When our real incomes rise, a diminishing 
proportion of our income, and therefore also a diminishing propor- 
tion of the economic activity of the community, are devoted to 
satisfying our basic needs and the requirements which have 
gradually become crystallised in our conventional standards of 
living at lower income levels. We can then afford to allocate an 
increasing proportion of our income to things other than basic or 
conventional requirements, and if these demands are to be effective, 
there must be a corresponding expansion of the efforts made by 
producers to turn out what many would call luxuries. The word 
luxury, however, often carries with it misleading implications, 
especially when its enjoyment is implicitly assumed to be confined 
to people with large incomes. The content of luxuries varies from 
time to time and from place to place in correspondence with 
variations in conventional consumption standards and in levels of 
production. In this context, it should certainly be interpreted as 
including such things as education and medical services. Tertiary 
production is not to be regarded as something unknown at early 


1 The Clash of Progress and Security (1935), pp. 25-43. 
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stages of economic development, or without economic significance 
so long as the further development of primary and secondary 
production continues to be an urgent task. To a large extent 
indeed it corresponds to the services which Adam Smith had 
described as “ unproductive,’ and which have never completely 
lived down the unfortunate consequences of that hasty termino- 
logical baptism. Even in the most primitive communities with 
the lowest standards of living, some fraction of the available 
working time has always been devoted to tertiary production,! 
and even in the first sketchy analyses of tertiary production, the 
point was made that in the early stages of economic progress in 
communities with very low income levels, the relative importance 
of tertiary production was often likely for some time to decline.? 
Even in these communities, however, after income levels have 
reached a quite modest level—which, moreover, may not be the 
same in all economies—this tendency is almost certain to be 
reversed. It is reasonable to predict that a substantial increase 
in the average income level of British West Africa would mean a 
contraction of some of the trading activities described by Mr. Bauer 
and Mr. Yamey ; if, however, the increase went far enough, tertiary 
activities of other kinds would probably be more extensively 
practised. 

In interpreting tertiary production along these lines there will 
certainly be many border-line cases whose allocation may cause 
some difficulty. It may seem anomalous to exclude the cultiva- 
tion of mushrooms or strawberries from the primary production 
group on the ground that these activities cater mainly for luxury 
trades; their classification as tertiary may, however, be defended 
by recalling that those who urge the expansion of primary pro- 
duction or defend the interests of primary producers nearly always 
have in mind neither mushrooms nor strawberries, but other more 
conventional or staple types of agricultural production. Manu- 
facturing industry also produces many things that everyone would 
agree in describing as luxuries. Even here, however, the con- 
ceptual distinction between these things and other manufactured 
products is not difficult to understand, even if no hard-and-fast 
line can be drawn between the two groups. 

In any event, the concept of “ luxuries,” of goods and services 


1 In New Zealand, long before the arrival of the White Men, “ the finest 
productive skill and artistry was lavished on objects not intended to satisfy the 
primary economic needs,” e.g., the carved house, the war canoe, the greenstone 
neck ornament and the taniko cloak border (Raymond Firth, Primitive Economics 
of the New Zealand Maori, p. 83 n). 

2 Economic JouRNAL, September 1933, p. 380; Clash of Progress and 
Security, p. 27. 
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which at low income levels may be regarded as superfluous, but 
as income levels rise tend more and more to become ordinary 
conventional objects of expenditure, does not by itself provide for 
tertiary production the unified or single hard core of meaning for 
which we are looking. There has to be fitted into the same box 
such widely divergent activities as routine and unskilled transport 
work, low-paid domestic service, the work of artists and poets, 
and the speculations of philosophers and inventors. There seem 
to be at least two distinguishable hard cores of meaning here, and 
in Colin Clark’s discussion of the concept the emphasis is placed 
almost exclusively upon the second hard core, the “ services 
industries” aspect of tertiary production. Among the con- 
venient simplifications of analysis made possible by the tripartite 
classification of production, he particularly draws attention to the 
fact that ‘‘ the output of primary and secondary industries is 
(with the exception of building and constructional work) always 
transportable, while the output of tertiary industries is not,”’ and 
adds that ‘‘ there can be no international trade in tertiary pro- 
ducts, with the exception of certain forms of transport itself, or of 
financial services such as banking and insurance.” + But though 
the production of services is certainly a highly important part of 
tertiary production, the usefulness of the concept as a general 
guide for recognising the ‘“‘ growing points”’ of a progressive 
economy would be diminished if services were to be made the 
exclusive basis for defining the term. 

These considerations suggest that for some purposes at least it 
might have been better right at the outset to resist the attractions 
of an apparently simple tripartite classification, and to distinguish 
conceptually between tertiary producers engaged in subordinate 
or ancillary types of production, which are merely links in the 
chain of technical production, in the absence of which we should 
not so conveniently obtain, in sufficient volume, the primary or the 
secondary products that we require, and those who may properly 
be described as tertiary producers in their own right, because they 
are responsible for products which consumers are anxious to enjoy 
for their own sake.2 The former are usually much more important 
statistically, but it is the latter whose economic significance is 
greatest, and whose study has been most seriously neglected by 
economists. The adoption of this conceptual distinction would 
indeed add to rather than diminish the statistical difficulties. 
How can we distinguish between the transport worker who takes 


1 Conditions of Economic Progress (1940), pp. 338-9. 
2 Allan G. B. Fisher, “ Tertiary Production as a Post-war International 
Economic Problem,”’ Review of Economic Statistics, August 1946, p. 149. 
No. 248.—voL. LXII. 31 
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the factory worker to his work and the same transport worker who 
takes the same factory worker on his annual holiday? The 
difficulty of questions such as these should perhaps cause some 
uneasiness to a statistician, but the main purpose of the concept 
of tertiary production is not to produce neat statistical tables, but 
rather to facilitate a clearer understanding of the principles 
according to which the currently significant sectors of a growing 
economy can be identified. 

“A progressive economy must be chronically unstable 
unless there is a steady and continuous flow of resources into 
types of economic activity which a less wealthy economy 
has been unable to afford. It is essential that steadily 
increasing attention should be paid to the production of the 
amenities of life, of things which poorer communities have 
been in the habit of regarding as luxuries.” 1 

Many of the implications of this elementary principle are far 
from being universally understood or accepted. If a simple 
classification of production is likely to facilitate the consideration 
of these implications, there is much to be said for yielding to the 
claims of simplicity, and continuing the discussion in terms of the 
three broad categories, primary, secondary and tertiary, with such 
qualifications or modifications as may from time to time be needed, 
in the belief that in following this course we are not ‘“‘ doing greater 
violence to common sense than is done by most far-reaching 
classifications.” 2 

The structure of consumption approach to the definition of 
tertiary production might indeed give more precise quantitative 
results if we were to use the income elasticity of the products that 
industries produce as a basis for determining into which category 
they should fall. T. W. Schultz has suggested, for example, that 
‘* Primary industries might well be defined as those whose products 
had an income elasticity of 0-5 or less, secondary products as those 
with an income elasticity falling between 1 and 0-5, and tertiary 
industries as those with an income elasticity greater than 1,” * the 
precise lines of demarcation being a matter of convenience. 
Further investigations along these lines would doubtless yield 
fruitful results. It may, however, be doubted whether for the 
practical purposes which were in mind when the term tertiary 
production was first used, the precision apparently gained by these 
measurements would be helpful. It would still be desirable to 


1 The Clash of Progress and Security, p. 31. 

2 Conditions of Economic Progress, p. 337. 

3 Agriculture in an Unstable Economy (1945), p. 113 n. 

4 Cf. R. G. D. Allen and A. L. Bowley, Family Expenditure (1935), and 
. M. Wright, Economic Adaptation to a Changing World Market (1939), Ch. II. 
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offer some more readily intelligible description of the products 
expected to fall into each of the three categories, and the search for 
these descriptions could lead us back at once to the questions 
discussed above. 

From still another point of view, Professor Jean Fourastié has 
criticised the concepts so far discussed in this paper on the ground 
that the definitions of primary, secondary and tertiary production 
are enumerative and purely formal. He has adopted as an 
alternative basis of definition the degree of intensity of technical 
progress in various employments. The primary or agricultural 
sector is usually characterised by only moderate technical progress, 
while the secondary sector includes all the activities where 
industrial progress is most rapid. In the tertiary sector are 
placed all those employments where technical progress is negligible 
or non-existent. ‘‘Ce secteur tertiaire est en réalité trés im- 
portant; il comprend en effet le commerce, |’administration, 
l’enseignement, les professions libérales et un grand numbre de 
métiers manuels.” + 

The application of this definition has produced fruitful and 
illuminating results, and there is in principle no reason why an 
analysis in terms of the conditions of production should be 
deemed inferior to one in terms of the structure of consumers’ 
demand. In fact, no exclusive choice in favor of either of these 
approaches is necessary. Different definitions and classifications 
may serve different but equally useful purposes, and for each 
validity may properly be claimed in relation to its own purpose. 
For the purposes described in the early part of this paper, it would, 
however, not be helpful to include handicrafts in the tertiary 
category, neither would it be satisfactory to make the absence of 
technical progress the outstanding characteristic of tertiary pro- 
duction in general. It is true that many (though by no means all) 
occupations which on any definition would be described as tertiary 
have, as a matter of historical fact, been little affected by technical 
change, but this fact does not for the purposes immediately in 
mind, reveal the essential character of tertiary production. The 
historical growth of tertiary production has often been a con- 
sequence of the impact of technical change upon primary or 
secondary production, and the consequent release of productive 
resources, but there is no reason in the nature of things why 
technical change should not affect the tertiary field immediately 
and directly, creating demands there for productive resources 


1 Le Grand Espoir du XXe. Siécle (1949), p. 41; cf. “ Productivity and 
Economics,” Political Science Quarterly, June 1951. 
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hich have then to be released elsewhere.!_ In modern times this 
order of events has indeed not been unusual. 


II 


Mr. Bauer and Mr. Yamey have criticised the generalisation that 
economic progress is generally associated with a relative increase 
in the numbers engaged on tertiary activities, on the ground that 
both its analytical and its statistical foundations are defective, 
Some of the arguments whereby they have defended their position 
have already been answered above, at least by implication, 
Other points upon which they strongly insist were already to be 
found in the expositions of tertiary production, which they have 
criticised, and cannot reasonably be regarded as destroying the 
usefulness of the concept. Still other aspects of their criticism 
impute a precision to the theory of tertiary production such as 
none of those who have expounded the theory have ever claimed 
’ for it. No one has ever supposed, for example, that the changes 
in occupational distribution associated with economic progress 
were so “ distinct, necessary, and predictable ” * as to warrant any 
expectation that in any given case the precise quantitative effects 
of an improvement in average real income upon the ratio of 
tertiary to total employment could be predicted beforehand. It 
is not necessary formally to argue that there is no ground for 
assuming a unique relationship between changes in the average 
share of total expenditure on tertiary products and changes in 
national income, or that the individual and total effect of the 
different forces, which affect the proportion of the labour force in 
tertiary production, is not ““ unambiguously determined by secular 
changes in the national income,” * for these are assumptions that 
no one has ever made or defended. 

. The analysis of tertiary production is completely misunder- 
stood if it is interpreted as implying “the view that tertiary 
production is less essential than primary or secondary produc- 
tion.” * On the contrary, one reason for undertaking the analysis 
in the first instance was the conviction that it is not meaningful 
to think of any type of economic activity as essential in any 
absolute sense of that term, without reference to the whole com- 
plex of activity in which the community is at the time engaged, 
and to the purposes which it is desired to achieve. Food pro- 
duction is no doubt essential, but if we are concerned to find the 


1 Allan G. B. Fisher, Economic Progress and Social Security (1945), p. 57; cf. 
G. Chapman, Culture and Survival, Ch. viii. 
2 Bauer and Yamey, loc. cit., p. 740. 
3 Ibid., pp. 751, 752. 4 Ibid., p. 752. 
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most advantageous employment for those who are entering the 
labor market to-day, the production of additional food may 
properly be regarded as much less essential than many types of 
tertiary production. The same is true of those types of secondary 
production which are already so efficiently organised as to assure 
supplies abundant enough to satisfy the demands of consumers. 

Nor should it be supposed that in order to establish the thesis 
of the increasing relative importance of tertiary production in 
economies with rising real income standards, it is necessary to 
demonstrate that “‘ the demand for every one of these [tertiary 
products] should follow a common trend.” + By its nature 
tertiary production will generally be more subject to fluctuations 
of taste than other kinds of production. And it is still more 
important that, as economic progress raises the wage level for 
unskilled labor, certain tertiary services which have previously 
been available very cheaply will no longer be offered in the same 
volume.” It is not an accident that the proportion of the female 
population employed in domestic service in the United States was 
before the war much lower than in the United Kingdom. But 
trends such as this are in no way inconsistent with the equally 
incontrovertible fact that the relative importance of tertiary 
production in general was and is greater in the United States than 
in the United Kingdom. “ The mass substitution of capital for 
labor in tertiary activity in North America,” * to which Mr. Bauer 
and Mr. Yamey refer, is itself evidence of further capacity for the 
expansion of real income. This may reduce employment in 
certain types of tertiary production, but at the stage of develop- 
ment now attained in North America it is certain also to increase 
opportunities for tertiary employment in other directions to such 
an extent as to increase the relative importance of tertiary 
production as a whole. 

After all this discussion, what value can reasonably be claimed 
for the concept of tertiary production, and for the thesis of a close 
association between economic progress and the growth in the 
relative importance of tertiary production? One who, like the 
author of the present paper, has been engaged in tertiary pro- 
duction all his life, and who has good reason to fear that he would 
make rather a poor showing if he were obliged to turn either to 
primary or to secondary production, even if only in one of those 
trifling forms, growing vegetables in his back garden or amateur 


1 Bauer and Yamey, loc. cit., p. 752. 
2 The Clash of Progress and Security, pp. 88-90. 
3 Bauer and Yamey, loc. cit., p. 750. 
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carpentry, which usually escape the vigilant search of official 
statisticians, may be so prejudiced as to magnify unduly the 
significance of his work. Leaving aside, as far as we can, such 
personal predilections, the concept appears to retain a substantial 
objective value, and the thesis of the increasing relative im- 
portance of tertiary production has a high degree of relevance for 
any realistic investigation of the processes of economic progress, 
The cautious qualifications which are properly made in any com- 
plete elaborate exposition of tertiary production on the whole 
strengthen rather than weaken the thesis of its increasing relative 
importance in economies where real income is increasing. It is 
true that some economies in the very early stages of development 
may for a time show a contrary trend. It is also true that 
differences in income distribution will necessarily affect the 
content of tertiary production. In two hypothetical economies 
with identical average income levels but with marked differences 
in the degree of inequality of their income distribution, tertiary 
production would certainly develop along quite different lines. 
Experience suggests, however, that in both cases, if the average 
income level rose, the general trend would be in the same direction, 
and the relative importance of tertiary production (though not 
necessarily of exactly the same kinds of tertiary production) 
would tend to increase. A revolution in consumers’ tastes that 
would relegate tertiary production to a much more modest place 
in the economic structure is indeed not, in the abstract, incon- 
ceivable. Noa priori foundation is assumed for the belief in the 
increasing relative importance of tertiary production. The strik- 
ing fact remains that despite wide variations in consumers’ tastes 
from time to time and from country to country, wide variations in 
the inequality of income distribution and many other important 
factors that distinguish one economy from another, census records 
all over the world afford abundant evidence of the practically 
universal tendency for rising average income levels to be associated 
with relatively larger employment in tertiary activities, however 
defined or described. It is no doubt proper to insist that statistical 
records of employment give only an imperfect picture of the 
current distribution of economic effort among the various types of 
activity required to satisfy the wide variety of consumers’ demand. 
But even if more refined corrections could be made to take care 
of this point, there is no reason to believe that the corrections 
would be so extensive as to justify reasonable doubts about the 
validity of the theory of the increasing relative importance of 
tertiary production. 
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Our most urgent concerns at the present time are in many 
important respects different from those that troubled us twenty 
years ago. Countries which for some time after the war were 
striving desperately to restore pre-war production levels had little 
immediate interest in the adjustments associated with more 
normal steady improvements in real income. Even to-day when 
post-war reconstruction is in large measure completed, there is still 
no need to worry much about finding new fields of employment for 
additions to the labor force that threaten to become superfluous. 
In a world where inflationary pressures are nearly everywhere at 
work, we are much more in danger of planning programs of 
production for which the available labor force is likely to be 
found inadequate. In either case it is always important to deter- 
mine the proper relations between the different types of pro- 
duction ; the concept of tertiary production is likely to be useful 
for driving home the fundamental truth that there is no invariable 
natural “‘ balance ’’ between types of production, and that the 
relations between them require never-ending readjustment to 
changing circumstances. 

At a time such as the present, when in many parts of the 
world food production still lags behind the pre-war levels, some 
embarrassment might be felt in pressing the claims of an analysis 
which carries with it a clear implication that further economic 
progress requires a steadily diminishing ratio of labor resources 
devoted to agriculture. The idea that immigrants have a moral 
duty to “‘ go on the land ”’ is apparently no longer held in Australia, 
and some reputable authorities there have indeed held that the 
decline in the relative importance of primary production for the 
Australian economy has been allowed to go too far. In many 
underdeveloped countries too there is a tendency to underrate 
unduly the significance for the world economy as a whole of 
further expansion of their primary production and to press 
forward precipitately with plans for certain types of non-primary 
production which are not always well suited to their needs. 
Nevertheless, the limited capacity of the human stomach is a 
characteristic of every region and every country, however widely 
they may differ in other respects. There may be no justification 
for describing the observed inverse correlation between economic 
progress and agricultural employment as “ a significant economic 
law”; it certainly appears to be something much more than 
merely ‘‘a statistical accident.” 1 The position of secondary 
production is not quite so obvious or clear-cut, and in general the 


1 Bauer and Yamey, loc. cit., p. 752. 
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abnormalities of the post-war period and the problems besetting 
many countries in their efforts to get free from the fundamental 
disequilibrium which makes many of their current policy decisions 
so difficult are likely to create many short-run divergences from 
the underlying long-run trends. Pending a revolution in the 
habits of consumers, these trends, however, retain their im- 
portance, and the tripartite classification, which includes tertiary 
production, provides a convenient framework for their study. 

It is still scarcely less true than it was in 1938 that, except for 
work on the economics of retailing and of transport, ‘‘ the econo- 
mics of tertiary industries are almost a closed book throughout the 
world.” + So long as this is so, any picture we may form of 
economic activity is imperfect and our understanding of economic 
processes in general will be correspondingly deficient. Especially 
in attempting to apply practically the theory of capital, the in- 
sufficient attention still often paid to tertiary production is a 
serious handicap. There is a wide and fruitful field for further 
study in many sectors of tertiary production, and some of the 
considerations to which Mr. Bauer and Mr. Yamey have directed 
our attention should indeed be regarded as useful contributions to 
this study. 

We should no doubt give careful heed to the warnings of Mr. 
Bauer and Mr. Yamey that caution is necessary in using national 
income and employment statistics as indices of economic welfare or 
as the basis of extrapolation. We need not, however, push caution so 
far as to condemn ourselves to the attitude of complete agnosticism 
which they seem to think the only safe position. When all the 
appropriate qualifications have been made, the validity of the 
thesis that “‘ progress in wealth and civilization necessarily and 
happily lead to a smaller proportion of the population being 
employed in producing necessaries and a larger in producing 
luxuries,” ? remains unimpaired, and no apology need be offered 
by those who continue to believe that the classification of economic 
activities into the three categories, primary, secondary and 
tertiary, is a valuable instrument for further analysing the 
implications of this elementary but still often sadly misunderstood 
principle. 


Washington, D.C. 
AtLan G. B. FIsHER 


1 Australian Economic Progress against a World Background, p. 21. 
2 E. Cannan, “The Problem of Unemployment,’’ Economic JOURNAL, 
March 1930, p. 53. 
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WICKSELL’S “ CUMULATIVE PROCESS ” ? 


THE purpose of this paper is to discuss a basic element of 
Wicksell’s monetary theory that has been neglected or misinter- 
preted by his various expositors.? These expositors emphasise 
primarily Wicksell’s discussion of the “ cumulative rise ” in the 
price level resulting from a discrepancy between the market and 
real rates of interest. (In accordance with Lindahl, Myrdal and 
others, the “real rate”’ is interpreted in what follows as the 
marginal efficiency of capital.) But they fail to point out that 
Wicksell relies on this cumulative process itself to remove the 
discrepancy between these rates and thus restore the system to 
equilibrium. In brief, as will be shown below, Wicksell’s primary 
interest lies not in describing an unstable economy continuously 
moving away from equilibrium, but in giving a detailed account of 
how a stable economy achieves equilibrium after an initial disturb- 
ance. 

To bring out this point, let us follow Wicksell’s analysis of 
a problem to which he devotes considerable attention. Assume a 
gold-standard world, and consider one particular economy, A, 
which does not produce gold. Start off from a position of 
equilibrium. Assume now that this equilibrium is disturbed by 
the discovery of new gold-fields in economy B. Let us trace 
through the consequences of this disturbance. 

Wicksell’s analysis of this problem proceeds within the frame- 
work of the quantity theory of money. In fact, it is clear from 
the whole development of the argument, both in his Interest and 
Prices and in his Lectures,? that his main purpose is the defense 


1 I am indebted to my colleague, Mr. A. Kessler, for his helpful critical com- 
ments on an earlier draft of this paper. 

2 Cf., e.g., the following: George N. Halm, Monetary Theory, Philadelphia, 
1946, pp. 329-35; Friedrich A. Hayek, Prices and Production, London, 1931, 
pp. 1-29; Bent Hansen, A Study in the Theory of Inflation, London, 1951, pp. 
202-3; Erik Lindahl, Studies in the Theory of Money and Capital, London, 1939, 
pp. 139-271; Arthur W. Marget, The Theory of Prices, Vol. 1, New York, 1938, 
Chaps. 6-10; Jacob Marschak, ‘‘ Wicksell’s Two Interest Rates,” Social Research 
Vol. 8 (1941), pp. 469-78; Gunnar Myrdal, Monetary Equilibrium, London, 1939 ; 
Bertil Ohlin, Introduction to the English translation of Knut Wicksell, Interest 
and Prices, London, 1936; J. Pedersen, ‘“‘ Wicksell’s Theorie des Zusammens- 
hangs zwischen Zinssatz und Geldwertschwankungen,” Archiv fiir Sozialwissen- 
schaft und Sozialpolitik, Vol. 69 (1933), pp. 129-50; C. G. Uhr, ‘‘ Knut Wicksell— 
A Centennial Evaluation,’’ American Economic Review, Vol. 41 (1951), pp. 829-61. 

8’ Knut Wicksell, Interest and Prices (tr. R. F. Kahn), London, 1936, hence- 
forth referred to as Interest and Prices. The original German edition appeared in 
1898; Lectures on Political Economy, Vol. II: Money (tr. E. Classen), London, 
1935, henceforth referred to as Lectures II. The original Swedish edition 
appeared in 1906. 
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of the quantity theory against its critics and the provision of a 
more detailed explanation of how it operates.‘ In particular, 
Wicksell is opposed to a mechanistic interpretation of the quan- 
tity theory. This is manifested both by the cash-balance ap- 
proach which he adopts—one rooted down in the economic be- 
havior of individuals;* and, what is more pertinent to the 
present discussion, by his detailed analysis of the way changes in 
the quantity of money affect prices through the interest rate in an 
economy with a developed banking system. In fact, it might 
be said that Wicksell conceives his primary contribution to 
monetary theory as being the elaboration‘of this latter point.‘ 

To return to the particular case described above, Wicksell 
distinguishes between two effects of the discovery of gold, both of 
which tend to increase prices in the non-gold-producing country, 
A. First, there is a direct effect due to the increased demand of B 
for the goods of A. This causes a price increase in A without any 
change in the interest rate.® If the gold were to be kept entirely 
within the hands of private individuals in A, there would be no 
further effects. If, however, some of the gold is transferred 
directly to A’s banks by foreign capitalists, or is deposited there 
by the public of A, then there is an additional effect. 

The banks, finding themselves with excess reserves, will 
desire to expand their loans. In order to attract borrowers, they 
will reduce the bank rate. This will have two consequences : “ in 
the first place saving will be discouraged and for that reason 
there will be an increased demand for goods and services for 
present consumption. In the second place [since the real rate— 
the marginal efficiency of capital—depends only on real factors,® 
which have not changed] the profit opportunities of entrepreneurs 
will thus be increased.”’ Hence they will increase their bank bor- 
rowings. The new demand deposits that will thus be placed at 
their disposal? will enable them to increase their “demand for 
goods and services, as well as for raw materials already in the 
market for future production. ... Owing to the increased income 





1 Interest and Prices, pp. xxiii-xxiv; cf. also the paraphrase of Wicksell in 
Ohlin, op. cit., p. viii, and Marget, op. cit., pp. 183 ff. 

2 Lectures II, pp. 142-3, 160-1; Interest and Money, pp. 38-9, 42-3. 

% Cf. Interest and Prices, pp. 39-41. 

4 Cf. Interest and Prices, pp. 79-80. Cf. also the references to Marget in note 
1 above. 

5 Lectures II, pp. 197-8, 215-16. 

6 Lectures II, pp. 190-1, 199; Interest and Prices, pp. xxvi, 106, Chap. 9. 

7 Throughout his analysis it is clear that Wicksell assumes an expansion in 
bank credit to be a fundamental intermediate step of the process. For detailed 
textual evidence see Marget, op. cit., pp. 183 ff. 
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thus accruing to the workers, landowners and the owners of raw 
materials, etc., the prices of consumption goods will begin to rise, 
the more so as the factors of production previously available are 
now withdrawn for the purpose of future production. Equili- 
brium in the market for goods and services will therefore be 
disturbed. As against an increased demand in two directions 
there will be an unchanged or even diminished supply [since we 
are assuming full employment], which must result in an increase 
in wages (rent) and, directly or indirectly, in prices.’”’1 Again, 
it must be emphasised that ‘“ only in so far as new gold is deposited 
in the banks in the form of ‘ capital,’ i.c., without being drawn 
out in cheques and notes soon after, can it give rise to a lowering of 
interest rates and in that way affect prices.” * 

The resulting price increase is, to use Wicksell’s term, ‘“‘ cumu- 
lative”; that is, a given discrepancy between the bank rate* 
and the real rate will, if maintained indefinitely, bring about a 
continuous, and not merely a given, increase in prices. In other 
words, after the initial increase in prices, “‘ a further rise in prices 
[does not] require a further fall in the rate of interest.”” It must 
be emphasised that by “‘ cumulative process,” Wicksell does not 
mean a self-generating one; that is, one which carries within 
itself all the elements necessary for its own continuation. Speci- 
fically, as we have just seen, even if the discrepancy between real 
and market rates were to be maintained during subsequent periods, 
prices could not continue to rise unless bank credit continued to 
expand. Nor does Wicksell mean that the process continues 
because it generates expectations of further price rises. For, as 
we shall see below, Wicksell assumes that entrepreneurs generally 
anticipate future prices to be the same as present ones. (For this 
reason the real rate is not lowered by the increase in current prices.) 


1 Lectures II, pp. 194-5; cf. also Interest and Prices, pp. 87 ff. The assump- 
tion of full employment is explicitly made on p. 195 of the former reference. 

In his Interest and Prices Wicksell considers only the indirect effect, and so 
insists that no change in prices can take place without a change in the interest 
rate. In Lectures II Wicksell not only modifies this stand by introducing the 
direct effect, but goes as far as to relegate the indirect effect to secondary import- 
ance, stating that ‘‘ contrary to Ricardo’s view, [it] does not happen as a rule.” 
(Lectures II, p. 215. Cf. also the passage from Wicksell’s preface to the first 
Swedish edition of Lectures II cited by Ohlin, op. cit., pp. xv-xvi. This preface is 
omitted from the English translation.) 

In the light of Viner’s study of the treatment accorded to the direct and 
indirect effects in the classical literature, it is interesting to note that Wicksell 
attributes his earlier view to the classical school (ibid. ; Jacob Viner, Siudies in the 
Theory of International T'rade (New York, 1937), pp. 394-403). 

® Lectures II, p. 215. 

3 In what follows, this term is used interchangeably with “ market rate,” 
since this is initially set by the banks. 
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He does recognise that this assumption is not always true. But, 
as we shall soon see, he makes it clear that he considers the case of 
elastic price expectations to be a special one, outside his main 
field of investigation. + 

The question then arises: Are there any forces which bring 
the cumulative process to an end? Do there exist any “limits 
. . . which restrict the power of the banks ”’ to maintain a rate 
lower than the real one indefinitely? 2 Taking account of the 
effect of higher prices on the reserves of the banks, Wicksell 
answers this question in the affirmative. First of all, the high 
prices will cause an external drain, forcing the banks to raise 
their rate. But this is not a sufficient answer; for if other coun- 
tries are expanding at the same rate, this influence will not be 
operative.* 

Wicksell then brings in the fundamental restrictive element in 
this process : If the banks maintain their rate below the real one, 
the resulting expansion of bank loans will ultimately bring about 
an internal drain. For “ when there are no [bank] notes of small 
denomination and where metallic money is used in business, then 
on this assumption [of a continuous rise in commodity prices] the 
increased demand for gold for internal business would soon empty 
the bank’s vaults.’’ Hence, in order to protect their reserves, the 
banks must raise their rates. In this way, ‘“‘the two rates of 
interest . . . reach ultimate equality, but only after, and as a result 
of, a previous movement of prices.” **® When this equality is 
reached, there will be no further incentive for entrepreneurs to 
increase their borrowings from the banks. Thus the system is 
brought to a new equilibrium position : one in which the market 
rate of interest is the same as it was before the disturbance (1.e., 
equal to the unchanged real rate), but prices are, and remain, at a 
higher level.® 


1 The quotation in this paragraph is from Interest and Prices, pp. 93-4. 

Supporting evidence for the second half of this paragraph will be found in foot- 
note 1, p. 837, in footnote 6 below and in footnote 2 on p. 841, together, with 
their accompanying texts. Cf. also the discussion below of the “‘ divergent case.” 

2 Interest and Prices, pp. 111 ff. 

3 Lectures II, p. 189; Interest and Prices, pp. 78, 113. 

4 An implicit assumption of the analysis is that there is no rationing of credit. 
Cf. Marget, op. cit., pp. 223 ff. 

5 The two citations in the text are from Lectures II, p. 189, and Interest and 
Money, p. 135, respectively. Italics in original. There will also be an internal 
drain into industrial use; ef. Interest and Prices, p. 113; Lectures II, pp. 124-5. 

For other passages dealing with the process described in the text, cf. the follow- 
ing: Lectures II, pp. 90, 124-6, 164, 179, 186, 194, 196, 198, 201-2, 204; Interest 
and Prices, pp. xxvi—-xxvii, 113-17. 

6 Lectures II, p. 198. Cf. also Interest and Prices, p. 95. 
In the first reference Wicksell discusses the possibility that the process of 
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Thus the operation of a cumulative process does not imply 
that the system is unstable, and that, after the initial disturbance, 
it continuously moves away from an equilibrium position. On 
the contrary, through its effects on bank reserves, the cumulative 
process in Wicksell’s analysis plays the role of the fundamental 
equilibrating mechanism forcing the banks to eliminate any dis- 
crepancy between the rate they set and the real rate, and thus 
restoring equilibrium to the loan market. 

For Wicksell, this process has even deeper significance, since 
he is very concerned with tracing the connection between money 
phenomena and real phenomena in a complex modern monetary 
system. Hence he is confronted with the difficulty that “the 
money rate of interest depends in the first instance on the excess 
or scarcity of money. How, then, does it come about that it is 
eventually determined by the excess or scarcity of real capital? ... 
The only possible explanation lies in the influence which is exerted 
on prices by the difference between the two rates of interest.’’ + 

Underlying the preceding analysis is a simple hypothesis about 
the dynamic behavior of the market rate. Wicksell assumes that 
“banks never alter their interest rates unless they are induced to 
do so by the force of outside circumstances. They raise the rate 
when their gold stocks are threatened with depletion, or their cur- 
rent obligations are so great that their disparity in relation to 
their gold holdings is regarded as dangerous, or, still more, where 
both of these things occur together, as is often the case.”’? This 
passage makes it clear that Wicksell considers a decrease in ab- 





adjustment will also affect the real rate. For the fact that the bank rate is arti- 
ficially low stimulates investment, with the corresponding savings being “ in- 
voluntarily ’’ forced upon recipients of ‘‘ fixed money incomes ”’ as a result of the 
price increase (i.e., forced savings). Hence this addition to the real capital of 
the community will permanently depress the real rate. Wicksell admits that 
“this possibility certainly cannot be entirely rejected,” but he makes no further 
reference to it in the rest of his analysis. 

Lindahl (op. cit., p. 248) considers this possibility from a somewhat different 
viewpoint than Wicksell’s and suggests another mechanism by which equilibrium 
can be restored : The increased demand of entrepreneurs for productive services 
increases the cost of investment goods, and hence reduces the real rate. However, 
as has already been indicated in the text above, in Wicksell’s system this force 
cannot be operative. For he assumes that anticipated future product prices will 
rise accordingly, so that there is no effect on the real rate (marginal efficiency of 
capital). (Lectures iI, p. 185, and especially p. 196; Interest and Prices, p. 95.) 

1 Interest and Prices, pp. 108-9, italics in original. Cf. also the title of the 
chapter in which this passage appears. 

For other examples of this theme in Wicksell’s work cf. his preface to Income 
and Prices, pp. xxvi-xxvii; ibid., p. 75. Cf. also Lectures II, pp. 194, 200 and, 
in particular, p. 206. 

* Lectures II, p. 204. 
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solute reserves and an increase in deposits as being two distinct 
phenomena, even though each causes a devline in the reserve ratio, 
In fact, the general tenor of Wicksell’s presentation is that banks 
are much more sensitive to the former than they are to the latter, 
This interpretation is supported by some explicit passages.! But, 
most important of all, it is a necessary dynamic assumption of the 
whole Wicksellian analysis presented above. For if bankers were 
guided not by their absolute reserves, but solely by their reserve 
ratio, then they would raise their rates and slow up the expansion 
of their loans as their reserve ratio declined. In this way the 
cumulative process could conceivably be brought to an end with- 
out an internal drain; correspondingly, the movement of prices 
would not be the necessary intermediate step of the argument 
that it is in Wicksell’s presentation. 

This exclusive concentration on the level of absolute reserves 
also explains why Wicksell does not incorporate into his analysis 
» another equilibrating mechanism: Namely, as prices rise, the 
demand for loans at any given rate of interest increases, since 
entrepreneurs need more money to carry out their projects. 
Ordinarily, one would say that this would tend to raise the rate of 
interest. But if we accept Wicksell’s assumption that bankers 
change the rate only in response to changes in their absolute 
reserves, this increase in demand cannot directly affect the 
rate. Consequently, this influence is never even mentioned in 
Wicksell’s analysis.” 

Wicksell emphasises that it takes time for this equilibrating 
process to work. In fact, it is the lag in the adjustment of the 
market rate to the real rate which enables him to explain the fact 
that empirically rising prices and rising interest rates go together. 
Wicksell stresses that it is not the level of the market rate which 
ty counts, but its relation to the real rate. If the market rate is 
















































1 Thus the second passage referred to in note 5 on p. 838 above goes on to say: 
** Prices constitute, so to speak, a spiral spring which serves to transmit the power 
between the natural and the money rates of interest; but the spring must first be 
sufficiently stretched or compressed. In a pure cash economy, the spring is short 
and rigid; it becomes longer and more elastic in accordance with the stage of de- 
velopment of the system of credit and banking.” (Interest and Prices, pp. 135-6.) 

There is a similar passage some twenty-five pages before: “‘... it is clear that 
in an elastic monetary system where there is only a small reaction [i.c., a small 
internal drain] against an alteration in prices, a fairly constant difference between 
the two rates of interest could be maintained for a long time, and the effect on 
prices might be considerable ”’ (ibid., p. 110). 

Unless Wicksell is assuming the difference in sensitivity just described, it is 
hard to see why there should be the difference he indicates between a cash and 
credit economy. 

2 Compare this with Bagehot’s analysis described below, note 6 on pp. 846-7. 
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only slowly moving up toward equality with the real rate, then 
throughout the period of adjustment the expansion of bank loans is 
continuing, and with it the increase of prices. Hence the data do 
not contradict his theory.} 

Wicksell also recognises that if the price increase continues 
for some time, the assumption that anticipated prices are the same 
as present ones may have to bedropped. “The upward movement 
of prices will in some measure ‘ create its own draught.’ When 
prices have been rising steadily for some time, entrepreneurs will 
begin to reckon on the basis not merely of the prices already 
attained, but of a further rise in prices.’’ In such an event, “ to 
put an immediate stop to any further rise in prices, it would not be 
sufficient for the banks to restore the rate of interest to its original 
level.” Wicksell’s position here seems to be that even in this case 
the system will return to equilibrium; but the return will be a 
spiraling one. That is, the market rate will first rise above the real 
rate, and then, as the anticipated price rises fail to materialise, it 
will fall back to equality with it. He does admit that in the case 
of a speculative fever there may be “ no limit to the rise in prices.” 
But he gives scant attention to this possibility, and explicitly 
declares that it is outside his main field of interest.” 

On the basis of the preceding exposition it is also quite easy 
to see the conditions under which the divergent case—in which 
prices continue to rise indefinitely—can occur. Two situations 
must be distinguished : If there isa banking system operating with 
required gold reserves, ‘‘ the conditions on which the banks could 
maintain a rate of interest permanently below the real rate would 
therefore be an incessant flow to them of new gold, and under such 
circumstances commodity prices would also rise continuously.” * 

If, however there is a Wicksellian “‘ ideal bank” or “ pure 
credit ” system,‘ no such condition is necessary. In this system 
no one desires to use gold; all money is in the form of demand 
deposits and bank-notes. Hence, banks have no need to maintain 
any gold reserves, are never in any danger of an internal drain, and 
are thus completely free to set and maintain indefinitely any 
market rate they choose. If this rate is less than the real one, 
bank credit and demand deposits will expand. By increasing the 
amount of money in this way, the banks can bring about any 
specified price level by maintaining a discrepancy between the 


1 Interest and Prices, pp. 107, 167-8; Lectures II, pp. 205-7. 
* Interest and Prices, pp. 96-8. In his Lectures II, Wicksell devotes only five 
lines to this subject (p. 207). 
® Lectures II, p. 198. 
* Described in Lectures II, pp. 84-91; Interest and Money, pp. 68 ff. 
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market and real rates until the desired price level is reached, and 
then equalising the rates at that point." 

It is within the preceding context that we must understand the 
frequently quoted passage in which Wicksell writes : * 


It should now be clear that, in so far as our hypothetical] 
conclusions are in accordance with reality, the movement 
and equilibrium of actual money prices represent a fundament- 
ally different phenomenon, above all in a fully developed credit 
system, from those of relative prices. The latter might 
perhaps be compared with a mechanical system which 
satisfies the conditions of stable equilibrium, for instance a 
pendulum. Every movement away from the position of 
equilibrium sets forces into operation—onascale that increases 
with the extent of the movement—which tend to restore 
the system to its original position, and actually succeed in 
doing so, though some oscillations may intervene. 

The analogous picture for money prices should rather be 
some easily movable object, such as a cylinder, which rests 
on a horizontal plane in so-called neutral equilibrium. The 
plane is somewhat rough, and a certain force is required to 
set the price-cylinder in motion and to keep it in motion. 
But so long as this force—the raising or lowering of the 
rate of interest—remains in operation, the cylinder continues 
to move in the same direction. Indeed, it will, after a time, 
start “rolling”: the motion is an accelerated one up to a 
certain point, and it continues for a time even when the force 
has ceased to operate. Once the cylinder has come to rest, 
there is no tendency for it to be restored to its original posi- 
tion. It simply remains where it is so long as no opposite 
forces come into operation to push it back. 

It is, of course, clear that such forces can never be entirely 
absent, no matter how developed the credit system may be, 
if a precious metal or some other material substance serves as 
a monetary basis. The simple quantity theory is no longer 
adequate to deal with the nature of these reactions and with 
the manner of their operation. It is this question which we 
shall shortly be considering. 


It would be a serious misunderstanding of Wicksell’s analysis to 
interpret * this passage as making an absolute distinction between 
the two types of equilibria. Such an interpretation is directly 


1 Cf. the references in footnotes 1 on p. 837 and 5 on p. 838. It might also be 
noted that in his preface to Interest and Prices (p. xvi), Wicksell restricts the 
conclusion that the market and real rates must be equalised to the ‘“‘ monetary 
system of actual fact.” Cf. also ibid., p. 80, and especially pp. 110-1. Cf. also 
the discussion immediately following of Wicksell’s passage, ibid., pp. 100-1. 

2 Interest and Prices, pp. 100-1. All but the first italics are in the original. 

3 As Myrdal (op. cit., pp. 35-6) and P. N. Rosenstein-Rodan (‘‘ The Co- 
ordination of the General Theories of Money and Price,’’ Economica, N.S., Vol. 3 
(1936), pp. 275-6) have interpreted. 














EC, 


and 


sts 











1952] WICKSELL’S “‘ CUMULATIVE PROCESS ” 843 





refuted by the demonstration above that Wicksell uses the cumula- 
tive process as an equilibrating mechanism bringing the system to 
one definite level of money prices. But even aside from this funda- 
mental objection, the internal evidence of this passage, as well 
as of its counterpart in Lectures IJ, shows that Wicksell is not 
making a general distinction, but is restricting his analysis (as he 
must, to be consistent) to the case of a pure credit economy. 

The evidence is unmistakably clear. There is, in the first 
place, the first italicised phrase of the passage. Secondly, in 
the corresponding passage in Lectures IJ * the statement that the 
equilibrium of money prices is only a neutral one is explicitly 
restricted to the case of “‘a monetary system of unlimited elas- 
ticity ’’—an alternative term Wicksell uses to describe his pure 
credit system. Finally, the concluding paragraph of the above- 
quoted passage removes any doubt that might remain. In fact, this 
concluding paragraph (which is the last one of Chapter 7) clearly 
sets the stage—and gives the cue—for the analysis of the equilibra- 
ting mechanism which Wicksell goes on to describe in Chapter 8.4 

Thus, when read with the qualification upon which he himself 
insists, Wicksell’s dramatic contrast reduces to a commonplace. 
When, in addition, we recall that throughout this process of moving 
from one point of “ neutral ” equilibrium to another the amount of 
bank credit is continuously changing,® it is immediately apparent 
that, under corresponding conditions, even relative prices would 
be in “ neutral equilibrium ”! For what Wicksell is essentially 
saying is that the level of money prices is indeterminate as long as 
the amount of money ® is not fixed, and that continuous changes 

1 Not italicised in the original. 2 Lectures II, p. 197. 

3 In support of this interpretation cf. Lectures II, p. 194, lines 6-15; Interest 
and Prices, pp. 110, 135. 

4 On this whole discussion cf. the references in footnote 1 on p. 842. 

It is significant that though Rosenstein-Rodan quotes from the passage 
brought here in support of his interpretation, he omits both the first italicised 
phrase and the final paragraph (op. cit., p. 275, note 2). 

It would also be a serious misinterpretation of Wicksell to take the penultimate 
sentence of this final paragraph as an indication of Wicksell’s rejection of the quan- 
tity theory. As has been pointed out above, such an interpretation would be in 
conflict with the whole tenor of Wicksell’s work (cf. above, note 1 on p. 836, and 
the text to which it is attached). Instead, all Wicksell wants to say here is that 
the quantity theory of money does not explain how increased gold which is added 
to the monetary base influences prices. For this it is necessary to have Wicksell’s 
elaboration of the quantity theory, in which he analyses the effect of such in- 
creased reserves on the bank rate and hence on prices. 

5 Cf. above, note 1, p. 837. 

® Including demand deposits. Wicksell defines money to exclude demand 
deposits; the influence of the latter is exerted through changes in “ virtual 
velocity ” (Interest and Prices, pp. 59 ff.; Lectures II, pp. 67 ff.). For the purposes 
of the present discussion, this difference in procedure is immaterial. 

No. 248.—voL. LXII. 3K 
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‘ 


in the amount of money will continuously change the “ price” 
(value) of money relative to other commodities. But the same 
statement can be made for the relative price of potatoes—if the 
amount of potatoes in the market is continuously changing, 
Conversely, the equilibrium of money prices can be just as stable 
as that of relative prices—provided that in each case the initia] 
quantities remain unchanged. In fact, in his extremely lucid ex- 
position of the cash-balance approach, Wicksell himself proves 
this proposition ! 4 

So much for Wicksell’s analysis of the effects of a disturbance 
which originates as a change in the amount of gold. (The exten- 
sion of this analysis to modern banking systems, where the primary 
form of bank reserves is central bank credit, and not gold, is quite 
straightforward, and need not delay us here.) Wicksell also deals 
with other types of disturbances. In particular, he is concerned 
with those (e.g., population, technological and legal changes) which 
directly affect the real rate of interest.2, The resulting discrepancy 
between the market and real rates again results in a cumulative 
process of price changes. However, the analysis here is con- 
siderably more complicated and obscure than in the case we have 
considered above. It was, in fact, this analysis which drew 
Davidson’s criticism. A discussion of this well-known contro- 
versy is beyond the scope of this paper.* ® 


1 Cf. Interest and Money, p. 39, last paragraph. Note the assumption that 
“the stock of money remains unchenged.”’ Implicit in the analysis is also the 
assumption that the velocity of circulation has not changed. 

2 Lectures II, p. 205; Interest and Prices, p. 141. 

3’ Cf. Brinley Thomas, ‘‘ The Monetary Doctrines of Professor Davidson,” 
Economic JouRNAL, Vol. 45 (1935), pp. 36-51 ; Ohlin, op. cit., pp. x ff.; Myrdal, 
op. cit., Chap. 6. 

4 Only the following disconnected observations can be made here: 

It is not clear what role Wicksell assigns to the cumulative process in establish- 
ing the new equilibrium position. 

At many points Wicksell seems to indicate that the amount of bank credit 
expands after the technological improvement. Cf. Lectures II, p. 207 (bottom) 
and p. 215 (middle)—keeping in mind Wicksell’s use of the term “ velocity” 
(above, note 6 on p. 843). Nevertheless, there ere other passages in which Wicksell 
clearly implies that the price level remains constant even though productivity has 
increased, while bank credit has not (e.g., Lectures II, p. 208, bottom). Thus he 
leaves himself open to Davidson’s criticism that under these conditions prices 
should fall. 

In terms of the Fisherine notation, Wicksell’s error lies in giving exclusive 
attention to changes in the amount of money (M + M’) as a cause of changes in 
prices. This is rather puzzling, since at other points Wicksell quite clearly recog- 
nises that an increased output tends to make prices fall. Cf., e.g., Lectures I, 
pp. 159 ff., 180 (bottom); Interest and Prices, p. 25. But cf. ibid., p. 172 (begin- 
ning of last paragraph) for a statement which seems to say the exact opposite. 

5 At the risk of being pedantic I should point out that in none of these cases 
does the analysis begin with the discrepancy between the market and real rates. 
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ce” We can get some additional insight into Wicksell’s theory by 
ame trying to place it in its proper context in the history of monetary 
the doctrines. Unfortunately, only a sketchy treatment of this very 
ing. interesting problem can be undertaken here. In attacking this 
able problem one must distinguish the following four steps of Wicksell’s 
tial theory: (1) If, due to some disturbance, the market rate is pushed 
<- below the real rate, an expansion of bank credit will take place. 
ves (2) This expansion will cause prices to rise. (3) The rise in prices 
will lead to an internal drain. Consequently, (4) banks will have 
nce to raise the market rate until it is once again equal to the real 
en- rate, thus restoring equilibrium to the system. 
ary Each of these propositions is, by itself, very simple. Wick- 
lite sell himself conceded to Davidson that he (Wicksell) had overlooked 
als Ricardo’s analysis which was “very much on the same lines”’ as 
red his own.! In reality, on the basis of the passage in question, it 
ich would seem that Wicksell was being too generous to Ricardo; for 
cy this passage describes only the first two steps of Wicksell’s argu- 
ote ment. A similar reservation can be made for the passage in 
sol Thornton to which Hayek refers.2. In both cases, the historical 
ve reason for the omission of the remaining steps of Wicksell’s argu- 
” ment might well have been the fact that at the time these passages 
al were written, the bank rate could not rise above 5%. Hence, 
equilibrium could not be reached in the Wicksellian fashion, and it 
nat was necessary, instead, to resort to credit rationing.® 
me In the latter half of the nineteenth century Sidgwick presented 
an analysis which proceeds, very much like Wicksell’s, to trace the 
” effect of an influx of gold on bank reserves and hence on the rate 
a, of discount. The resulting expansion of loans increases prices and 
brings about an internal drain. Thus Sidgwick’s analysis is an 
h- improvement over Thornton’s in that it integrates the third 
7 proposition with the first two. But it still fails to emphasise the 
1 ea: . . 
a) fourth, and fundamental, proposition.4 According to Angell, it 
I] Rather, the starting point is a position of equilibrium disturbed by a postulated 
si change in one of the given conditions. This disturbance creates the discrepancy 
- which, in turn, affects prices. All this is a necessary consequence of Wicksell’s 
» treatment of the market rate as a dependent variable of his system. Hence, this 
rate cannot change unless one of the given conditions changes first. 
° 1 Lectures II, p. 200. The passage referred to in Ricardo appears on p. 246 
“ of the Everyman edition of his Principles of Political Economy and Taxation. 
4 2 Hayek, op. cit., p. 13. 
4 3 Cf. above, note 4 on p. 838. For the existence of a limit on the bank rate, 
, ef. Viner, op. cit., pp. 151 ff. 
4 Henry Sidgwick, The Principles of Political Economy (London, 1883), p. 265. 
P This reference was obtained from James W. Angell, The Theory of International 
. Prices (Cambridge, 1926), pp. 117-18. 
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was Giffen who first saw “ that this drain of cash from the banks 
and into circulation, by decreasing reserves [and compelling banks 
to raise their rates], will of itself check the otherwise cumulative 
process of expansion.” } 

Interestingly enough, Marshall did not incorporate Giffen’s 
additional point into his own analysis. Marshall’s views on these 
questions are presented most exhaustively in his testimonies before 
the Gold and Silver Commission (1887) and the Indian Currency 
Committee (1899).2 His later treatment in Money, Credit and 
Commerce (1923) merely reproduces this earlier material, and con- 
sequently will not be referred to here. 

In his testimony Marshall repeatedly considers the problem 
later analysed by Wicksell: the effect of an inflow of gold on the 
interest rate and prices. Although, in various passages, he clearly 
states each of Wicksell’s four propositions,* he does not combine 
them into a theory of interest. That is, Marshall repeatedly 
insists that “ the average [market] rate of discount permanently 
is determined by the average profitableness of different busi- 
nesses.”’* Yet when he comes to explain the mechanism by which 
the market rate is brought into equality with the “ average profit- 
ableness ”’ (after it has been initially reduced by an inflow of 
gold), he does not fall back on these propositions. Instead he 
states that the expanded credit of banks “ raises prices, and, there- 
fore, tends to increase discount.” > Marshall goes on to explain that 
the reason for this is that high prices are symptomatic of “ a con- 
fident spirit in the business world,’ which increases the demand 
for loans.® ? 


1 The Theory of International Prices, p. 120, italics in original. 

2 Reprinted in Official Papers by Alfred Marshall, London, 1926. 

3 For the first two propositions see Official Papers, pp. 40 (question #9650), 
44(4#9660), 45(#9662), 49(#9679), 51(#9686), 130(#9981), 274(411,709); for the 
third proposition see ibid., pp. 43(#9657) 45(#49660—9662); for the fourth see 
ibid., pp. 127(#9967), 130(#9981), 307(#11,804). 

4 Ibid., p. 41(#9651). For other passages stressing this same point cf. ibid., 
pp. 49(#9678), 51-2(##9684-9686), 158(#10,178), 270(411,765). 

5 Ibid., p. 274(#11,769). 

6 “Thus, @ fall in the purchasing power of money tends, after a while, to 
raise the rate of discount as well as the rate of interest on long investments. And, 
though the matter may be regarded by some as open to question, I myself go with 
those who hold that statistics bear out the a priori probability that, first, the rates 
of discount would generally be higher when prices are rising than when they are 
falling, because the borrowers would be eager for loans; and secondly, that they 
would generally be higher during periods of high prices, than in periods of low 
prices; not because one is the cause of the other, but because both are the results 
from the same cause—the prevalence of a confident spirit in the business world.” 
(Ibid.) 

This passage is reproduced without significant change in Money, Credit and 
Commerce, p. 257. 














DEC. 


anks 
anks 


tive 


fen’s 
hese 
fore 
ney 


con- 


lem 

the 
arly 
pine 
dly 
atly 
usi- 
Lich 
rfit- 
of 

he 
re- 
hat 


nd 


_ to 
nd, 
rith 
tes 
are 
rey 
ow 
ilts 
:.” 








1952] WICKSELL’S “‘ CUMULATIVE PROCESS ” 847 


The preceding discussion is very far, indeed, from the 
thorough examination of the literature necessary to provide a 
definitive answer to the problem posed above. Nevertheless, it 
does offer a basis for conjecturing that a study of this literature 
would show that there is nothing novel about any of Wicksell’s 
four propositions. Such a conclusion, however, would in no way 
diminish the fundamental contribution of Wicksell in neatly 
tying together these propositions into a coherent and cogent 
theory, and in demonstrating how this theory can be used to build 
a bridge between the rate of interest, conceived as a real pheno- 
menon, and the rate of interest, conceived as a money phenomenon. 

Don PATINKIN 

The Hebrew University, Jerusalem. 





Marshall’s analysis here bears some points of similarity to that which Walter 
Bagehot had earlier presented in his Lombard Street (Fourteenth edition, London, 
1915), pp. 111-14. But Bagehot’s discussion is much superior to Marshall’s. 
Bagehot attributes the increased demand for loans at high prices not to “ con- 
fidence,”’ but to the fact that ‘‘ operators require more money for the same deal- 
ings” (ibid.,p.112). He also points out that increased prices lead to an external 
drain which forces a rise in the market rate. But he makes no mention of an 
internal drain. 

The reasons for Wicksell’s overlooking of Bagehot’s first point have been dis- 
cussed above on p. 840. 

7? This failure of Marshall to employ the Wicksellian mechanism is particularly 
interesting in the light of the exchange between him and one of the members of 
the Gold and Silver Commission (D. H. Barbour) described on pp. 129-31. There, 
Barbour, in a question very reminiscent of Wicksell’s analysis, asks: “‘ Let us put 
aside speculation and say that there is a tendency to a rise in prices; would not 
that act upon the bank reserve, and the bank reserve being low there would very 
quickly be a rise in the rate of discount?’ (From the context it is clear that 
Barbour is referring to an internal, and not an external, drain.) To this Marshall 
answers: ‘‘ I think we agree in substance, but perhaps I might put it in my own 
way.” But when he continues to “ put it in his own way,” bank reserves are not 
even mentioned, and Barbour’s point is neglected. 

Angell (op. cit., pp. 123-5) interprets Marshall as elaborating Giffen’s analysis. 
He relies for this interpretation on Official Papers, pp. 40—1, Questions 9650-1. 
Now, Marshall’s answers to these questions undoubtedly give an excellent inte- 
gration of the first three propositions. But the basic fourth proposition, the one 
emphasised by Giffen, is missing. Furthermore, as we have seen, just at those 
points of Marshall’s analysis where it should appear, it does not. 











HISTORICAL COSTS OR PRESENT VALUES?! 


SHOULD business profits be struck after an allocation for 
replacing the assets used during the operating period at the 
values obtaining at the end of the period, or should the allocation 
be computed on the original (or historical) costs of the assets? 
This is the crux of the unsettled controversy of the last few years, 
a controversy which two recent contributions * have done very 
little to resolve. The booklet Some Accounting Terms and Con- 
cepts is the result of an attempt to reconcile the divergent views 
of economists and accountants on a number of issues upon which 
they disagree, the most important of these being this particular 
question of the proper way of accounting for the use of assets. 
More than five years of preparation have resulted, however, in a 
completely negative report. The booklet gives an objective 
account of some of the differences between the two groups, but 
succeeds in making no reconciliation between them on this major 
problem. This failure seems to be due, in part, to an incomplete 
statement of the economic arguments. The Millard Tucker 
Report, so far as concerns the controversy now under discussion, 
asks which of the two methods of allocation for the use of assets 
is proper for the assessment of taxation. It ventures but little 
beyond the immediately practical issues. Here, again, its 
unsatisfactory conclusions derive largely from inadequate con- 
sideration of the principles. Both reports do, indeed, faithfully 
reflect the existing state of the controversy, in which theory, 
policy and polemics have now become badly mixed. 

In discussing the two contributions, in relating them to this 
controversy and in trying to fill in some of the gaps which they 
leave, it is as well to put the several lines of argument on their 
appropriate planes of reference. Three such planes may be 
distinguished. On the most general plane, the problem is whether 
or not, in theory and in principle, profits are properly computed 

1 This article was written before the author took up a temporary appoint- 
ment in government service. 

2 Some Accounting Terms and Concepts (A report of a Joint Explanatory 
Committee appointed by the Institute of Chartered Accountants in England and 
Wales and by the National Institute of Economic and Social Research (London : 
Cambridge University Press. 3s.) Report on the Committee on the Taxation of 
Business Profits, under the Chairmanship of Mr. Millard Tucker, Q.C. (Cmd. 


8189. London: Her Majesty’s Stationery Office. 3s. 6d). (This document is 
here called the Millard Tucker Report.) 
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by accounting for the use of assets by reference to historical costs 
or by reference to present values—by what we may call the “ old 
accounting ”’ or the “ new accounting.’’ On a rather less general 
plane, we may examine pragmatically which of the two methods 
gives a measure of business profits which is most desirable for 
reasons of policy. And on the least general plane, which method 
of accounting should be used in arriving at the profits of an 
individual business for the assessment to tax? Throughout, we 
shall assume inflationary conditions, but the arguments apply 
mutatis mutandis to deflationary conditions. 


I 


Let us take it that accountants contend that the input con- 
sisting of the portion of the fixed assets and the part of stock 
which are consumed in the current operating period—trans- 
mogrified, as it were, into the current products of the business— 
should be evaluated on historical costs, while economists maintain 
that the reference should be to present values. (The dichotomy 
is unfair to a growing number of accountants who have become 
persuaded of the validity of what we are taking as the economists’ 
view, but it is one which is embodied in Some Accounting Terms 
and Concepts, and is also reflected in the Millard Tucker Report.) 
If we then ask what are the basic reasons for this difference, the 
first answer is likely to be that accountants adopt a “ backward- 
looking ’’ view and economists a “ forward-looking’ one. What 
are the implications of this answer ? 

To most economists it is almost instinctive to regard the past 
per se as irrelevant to a current economic problem. Only as it 
shapes the facts and influences the decisions of the present is the 
past of economic interest ; that is to say, everything about it that 
is significant economically is contained in the present. Thus the 
well-worn phrase of Jevons about “by-gones.’” Thus the em- 
phasis upon marginal-cost analysis, the supremacy of subjective 
value theory over real cost theories, the endurance of the doctrine 
of quasi-rents, much of the antipathy to the concept of the period 
of production. All exemplify the economic dominance of the 
present and the economist’s unconcern with the data of the past. 
Of particular import for the present problem is the corollary that 
no values of the past are economically meaningful in the present— 
not that those values have failed to affect or condition values and 
other economic data of the present, but that once the present has 
arrived, the past values themselves are out of context and do not 
have relevance to present economic behaviour. From this 
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rejection of past values, it follows immediately that, in assessing 
costs that are to be set against revenue to arrive at profits, the 
economist cannot evaluate any item of input by reference to its 
historical costs. For convenience, however, where the difference 
between historical costs and present values is normally negligible, as 
with wages, historical costs are taken as equivalent to present values, 

In contrast, accountants have not been primarily concerned 
with the present economic situation or behaviour in this broad 
sense. Their predisposition has been to take as significant not 
the values which have functional relevance to the present, but 
the values which happen to remain at present recorded. Given 
the qualification at the end of the previous paragraph, there is 
no discrepancy for many items of input between recorded cost 
and present value: thus, when the books of a business are closed 
at the end of an accounting period, the figures recorded in them 
for wages paid are substantially the same as present values. 
Wages paid during previous accounting periods were expunged, 
so to speak, before the current accounting period began. But for 
fixed assets and stock, the past values recorded in previous account- 
ing periods were not so expunged. They remain recorded in the 
current accounting period. 

This accounting predisposition has been reinforced by legal 
requirements. The law is even more prone to take recorded 
values as significant, and has laid upon accountants an obligation 
to account to the proprietors of a business solely for the nominal 
money capital originally subscribed. This obligation must 
logically lead to legal sanctions for accounting in terms of recorded 
values. Nor should the more indirect influence of the law upon 
accountancy be overlooked. The points of contact are so 
numerous—for example, in bankruptcy and company liquidation 
procedure, in the formation of companies, in the administration 
of trusts—that many accountants have acquired a legalistic bias 
which has made them constitutionally averse to accepting an 
economic interpretation of values. At the same time it is idle 
to assert, as is sometimes done, that these influences are a sufficient 
reason for their failure to account in present values, since they 
could easily do so, while still satisfying their legal obligation and 
in no way prejudicing their legalistic approach, by accounting in 
recorded values as well.? 


1 This is recognised in a recent research study of the American Institute of 
Accountants, Changing Concepts of Business Income, which recommends that 
‘* for corporations whose ownership is widely distributed ”’ accounts in the present 
form should be supplemented by accounts prepared with reference to present 
values. 
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Another argument frequently advanced against the replace- 
ment-costs basis of accounting, of which the Millard Tucker Report 
makes much, is that accountants should deal only with precise 
magnitudes. ‘The new accounting would, says the report, involve 
“departing from known measures of value”’ and “ dealing in 
abstractions.”’ It may well be that some accountants have fostered 
the idea that accounting, as at present conducted, is an exact 
science, but the idea is a mistaken one. In any set of accounts 
there are numerous items that are very far from being exact. 
For example, goodwill and expected bad debts are always esti- 
mated items. But perhaps the best example is that when 
accountants evaluate the opening or closing stock of a business, 
on their usual basis of “‘ cost or market price, whichever is the 
lower,’ they are in fact using inexact present values, just as they 
would use them, in more extended fashion, if they accounted 
generally in terms of present values. 

Moreover, the assertion that present values are “‘ abstractions ”’ 
must sound, to most economists, strange dogma. They are 
abstractions only in the sense that they do not stand recorded in 
the books of the enterprise as an inheritance from past accounting 
periods. In any other sense there is little of abstraction about 
the values currently placed upon assets (and other goods) through 
the pricing mechanism. Indeed, it is arguable that it is past 
values that are abstract, present values that are realistic. If the 
argument means that the present values of particular assets 
cannot always be readily ascertained, then it may have some 
substance; but a procedure is not wrong in principle because it 
encounters difficulties in application. 

There is a larger criticism of principle to the case stated in 
the Millard Tucker Report. A number of its arguments indicate 
that the committee, like many other commentators, did not fully 
appreciate certain essential features of business profits and of the 
factors differentiating this from other forms of income or, at least, 
that it did not pursue the logical implications of these features. 
Take, for example, the following passages in the report : 

“*. . one objection common to all schemes [for accounting 
in present values], namely, that they involve giving pre- 
ferential treatment to the owners of businesses against other 
classes of taxpayer. The non-trader who saved a sum of 
money before the war and invested it in Government 
securities or other fixed interest bearing securities finds that 
it is now worth in terms of real value a half or a third of 


what it was worth when he invested it. . . .” 
“  . . we cannot accept the view that the owner of an 
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existing business who saves to replace his plant is entitled to 
preferential treatment over a taxpayer who does not at 
present carry on any business, but is saving to set up in 
business.” 

“To finance the stock required for a shop of a given kind 
and size, a certain amount of working capital is required, 
The amount .of that capital varies (other factors remaining 
the same) with the cost of the goods. A person about to 
open a shop must provide himself with that amount of 
capital, either by borrowing, or out of his own resources, 
His own resources will consist largely of savings out of 
income already taxed. The proposal in question involves 
giving the existing shopkeeper the benefit of financing a part 
of the present cost of stock out of tax-free income.” 

*‘ Another objection . . . is that . . . [schemes for de- 
preciating on present values] give relief to the business which 
has not replaced its plant since the war, but nothing to the 
business which has.” 


The essential features of business profits are: (1) that they 
are a residual form of income,! to be differentiated in principle 
from a form of income whose amount is contractually fixed, and 
(2) that they arise from the productive use of assets. 

Businesses differ essentially from non-businesses in that they 
must charge costs against revenue before striking the amount of 
the residual, which is their income. The issue is what should be 
be the criteria determining certain of these costs. The non-trading 
rentier of the Millard Tucker Report does not fix his income in this 
way, for his is not a residual income, just as the income of the 
wage-earner is not a residual. Thus the problem of whether 
accounting should or should not be in present values is as irrelevant 
to the rentier’s income as it is to the wage-earner’s. It is true that, 
like the owner (including the part-owner or shareholder) of a 
business and unlike the wage-earner, the rentier derives his income 
from the ownership of assets, but the rentier’s are not productive 
assets. The characteristic determining whether in the fixing of 
income allowance should first be made for the use of assets is not 
simply that the income should be derived from assets, but that 
it should be a residual which cannot be fixed until the use of the 


1 It is business or gross profits which are here in question, not pure or net 
profits. Business profits are, to use Taussig’s words, a “‘ mixed and vexed form of 
income,” compounding many elements which analytically and from the functional 
viewpoint must be separated into rent, monopoly earnings, wages of higher 
management, the returns to uncertainty-bearing and soon. These profits are @ 
residual by definition, whereas it is much more open to debate whether pure 
profits are more residual in character than any other form of income functionally 
defined. 
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assets is evaluated—a consideration which leaves the rentier’s 
income beyond the scope of the problem. 

There is here no suggestion that the new accounting will or 
should immunise the owner of assets of whatsoever kind against 
all fluctuations in the value of his assets. The argument requires 
only that the use of any assets employed in current production 
must beset off as a cost before the corresponding income is assessed. 
And then it is necessary to determine, logically as a subsequent 
point, whether the use of the assets is to be evaluated by historical 
costs or present values. All assets, whether held by the owner of a 
business or the rentier, will be subject to fluctuations in value 
caused by innumerable factors other than use in current pro- 
duction; these other movements in real value are left out of 
account in the present approach. Indeed, in classifying incomes 
according to whether or not they are derived from assets—and 
incidentally, in thus slurring over the implications of the salient 
words “trading profits”’ and “trade profits” in its title and 
terms of reference—the committee was dangerously near taking 
up a position from which the logical conclusion would be that no 
depreciation of productive assets should be admitted as a charge 
against business profits, since depreciation in the value of non- 
business assets is not regarded as a cost to be offset against the 
income derived from them.! It was ignoring that ‘“‘ depreciation ” 
in the usual business meaning of the decline in value resulting 
from the use of assets in production is generically distinct from 
“ depreciation ’’ in the broader connotation of a downward move- 
ment of value resulting from a wide range of other causes. 

Whether, like the Millard Tucker Committee, we direct atten- 
tion to the changing value of money as the most general of the 
factors which may cause “ obsolescence’”’ or “ supplementary 
depreciation ’’ in the broader sense, after depreciation in the 
narrower sense has been allowed for, or whether we also take 
cognisance of other less general factors—for example, changing 
habits and demands of the community—we must surely conclude 
either that the supplementary depreciation should be taken into 
account before assessing incomes from whatsoever kinds of assets 
(business or non-business) or that it should be uniformly ignored 
in assessing these incomes. We should in any event be con- 
sistent. Commonly, both economists and accountants prefer 
to ignore supplementary depreciation. There is, admittedly, a 
school of thought which maintains that business income cannot 
be computed without first taking account of all fluctuations in 
1 But see the next paragraph. 
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the value of the business assets—which, that is to say, adopts the 
** increased net-worth ”’ definition of income,! but it is doubtful 
whether many of those who belong to this school would extend 
the approach to non-business incomes and, if they did not, they 
would be open to the charge of inconsistency. However that 
may be, the argument that depreciation of business assets— 
depreciation being understood in the narrower sense—should be 
related to present values is quite independent of the question 
whether or not depreciation of business and non-business assets— 
depreciation here being in the wider sense—should be regarded 
as a cost. 

Related to these issues is the differentiation between incomes 
derived from business assets and those derived from non-business 
assets. The owner of business assets places his resources in real 
form—the holder of ordinary shares in a company is at one 
remove the holder of a portion of the fixed assets and stock of the 
company. The rentier and similar owner of non-business assets 
has placed his resources only in the form of a money debt. The 
argument that the ordinary shareholder should not assess his 
income until the current use of his portion of the business assets 
has been allowed for in terms of present values is thus in no way 
affected, it is neither reinforced nor invalidated, by the con- 
sideration that the rentier does not similarly enter the usage of 
assets, since no such usage can here come into the question. 

A variation on this same theme leads to the conclusion that a 
business must be regarded as a continuous entity. For if it were 
not so, it would be supererogatory to assess the profit of the 
current operating period. The business would be wound up for 
what it was worth. The assessment of profits is complicated by 
the difficulties of the charge for the use of assets, only because 
we do not wish to assess the profits over a long period in the life 
of the business. Instead, we wish to assess them over a short 
period during which the business assets are partially trans- 
mogrified into the products of the business, and the essence of 
the problem is to quantify “‘ partially.”’ 

It follows that an existing business possessed assets at the 
opening of the current operating period by virtue of its being an 
existing business, and will also possess assets at the end of the 
period by virtue of its being a continuous entity. But this 
business must at some time replenish the assets used up in the 
various operating periods. The broad proposition that for this 


1 See, for example, R. 8. Edwards, The Nature and Measurement of Income 
(Section IT), reprinted in Studies in Accounting (edited by W. T. Baxter). 
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purpose the resources should be derived from the proceeds 
from the sale of the products into which the assets have been 
transmogrified is not generally disputed—the controversy arises 
over the timing of the allocation from these proceeds—and the 
Millard Tucker Report does not dispute it. But in making a 
comparison, in the second and third of the passages quoted on 
pp. 851-2 above, between the owner of an existing business who is 
replacing his plant and the owner of a future business which is 
not yet operating, the report implicitly puts the existing business 
and the future business in the same category of continuous 
entities and income-earners. This is, however, egregiously 
wrong. For the unestablished business does not have to decide 
the proper allocation for the use of productive assets, since it has 
none. The question of maintaining its character as a continuous 
entity is inapplicable to it, since it cannot preserve a continuity 
that does not exist. Indeed, the entire question of assessing its 
income is irrelevant, since it can have no income.! 

The concept of a business as a continuous entity has further 
implications for value theory. Once the business is recognised 
as continuous, it is clear that the process of evaluating business 
income has a time dimension projected forwards, just as more 
generally in economic theory any process of present valuation 
must comprehend anticipations of the future. That is, where 
we have earlier spoken of “ present values,’ the term must now 
be taken to mean “ present_values as affected by anticipations.” 
One way in which the temporal process of income evaluation 
operates is in the determination of the allocation for the use of 
assets. In theory, the present value of assets is the capitalised 
value of the future income stream obtainable from those assets. 
It is determined by: (1) the anticipated income from the assets 
in each year of their anticipated life; (2) the present rate of 
interest ; (3) the anticipated rate of interest in each year of the 


1 It may also be remarked that, as in other places in the Millard Tucker 
Report, muddled thinking on the principles of income determination is here the 
result of pre-occupation with the immediate taxation outcome, to the disregard 
of the principles, especially pre-occupation with preserving equity between 
different classes of tax-payers. In the context now being considered the com- 
mittee had uppermost in mind that the established business should receive no 
“ preferential treatment ”’ in taxation in comparison with the tax-payer who is 
saving to set up in business. It was oblivious of the fact that unless incomes are 
determined by the same factors—unless, in other words, the incomes are in the 
same economic category—that they are treated differently for tax purposes does 
not imply any preferential treatment. If the committee had first sought to 
discover the basic principles underlying the determination of business profits, it 
might have reached different conclusions on tax policy. 
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anticipated life of the assets, and (4) the rate by which the rate 
of interest is “ loaded ”’ for risks for capitalisation purposes in the 
particular business in question. If the charge for the use of 
assets in the present year is based upon present values, as just 
qualified, it will also be determined by these four factors. There 
is a complicated interdependence between present income and 
anticipated future income, such that the anticipated income of 
each future year is linked with that of every other year in a 
continuous chain, the whole giving a present value for the assets, 
From this present value the depreciation charge for the current 
year is arrived at. And once this is known the income of the 
current year follows arithmetically, given that the other 
costs and items of revenue are already in terms of present 
values. 

If there is an arbitrary break in this chain, the continuity and 
inter-connection of values is disturbed, and an element of falsity 
is imported into the whole system, including the evaluation of 
business profits. But if the charge for the use of assets is not 
arrived at in the way described, there is precisely such an arbitrary 
break in the chain; only accounting in present values allows 
anticipations of the future to work themselves out unmolested. 
Any other method thus has consequential disturbing effects—as 
in distorting the spread of economic resources between present 
and future and between industries with better or worse future 
prospects, and in introducing bias into the rate of interest. 

It may be protested that, in practice, the present values of 
assets are not determined in the way described, but by their 
current cost of production. In equilibrium the two must be the 
same. In disequilibrium, if the current cost of production of 
assets is less than their present value arrived at in the way 
described, the theory of alternative costs clearly shows that the 
higher value must hold. The producers of the assets are then 
foregoing a possible rent in their returns, and purchasers of the 
assets are obtaining one. If current full cost of production 
is the higher of the two values, then the assets will remain unsold 
until their producers are willing to accept less than the full long- 
period cost of production or until changed circumstances or antici- 
pations equate the evaluation, reached in the way described, 
with that cost. The possibility of disequilibrium is sufficient 
reason for avoiding the term “ replacement costs ”’ in our present 
context, but a more important reason for doing so is that, even in 
equilibrium, the process of evaluation described is of far greater 
economic significance than the cost of production of assets. 
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rate Thus throughout this article we employ the term “ present values ”’ 
the in preference. 
e of On a more practical plane, it must be conceded that the process 
just of evaluation we have described is not one that is commonly 
here adopted 1 though there are occasions when it is broadly applied— 
and for example, on the sale of a business. But this does not affect 
2 of the theory of the matter: what we are seeking to discover are 
na principles, the economically proper procedure, not the practice. 7 
ets, If it is desired to cast the principles in more practical form to 
ent make them workable in the everyday business world, the fact that 
the in equilibrium the current cost of production of assets is equal 
her to their evaluation through anticipations enables us to proceed 
ent in terms of replacement costs; but we must accept that this 
involves some approximation in conditions of disequilibrium. 
und It is indeed the case, then, that in contrast to accountants, 
sity economists adopt a “ forward-looking ’’ view, as was stated at 
of the opening of this section. Typical of this approach is the 
not process, just described, of arriving at the present values of assets 
Ary by capitalisation of the income stream. If only because this 
we process is so indispensable a part of economic analysis, econo- 
ed. mists must be advocates of the new accounting. 
-as 
ont TI 
Ire 


The discussion has so far been confined to issues of theory 
and principle on the most general of the three planes mentioned 


at the outset. It is now necessary to examine the desirability of 
be accounting in present values from the viewpoint of practical 
of policy. The argument which has probably been most persuasive 
- in securing a growing number of adherents to this basis of account- 
"4 ing. asserts that it is necessary for a business to allow for the 
mn maintenance intact of its capital before striking the profit figure. 
= This is, indeed, an argument which has obvious appeal in practice. 
a In Some Accounting Terms and Concepts it is the only one that is 
ld ascribed to economists anxious for the adoption of the new 
d accounting. The Millard Tucker Report is less explicit, but 
4 tacitly it also takes ‘‘ maintenance-of-capital-intact ” as the main 
7 broad argument of economics to be considered. 
it There is some lack of precision about the meaning of “ capital ”’ 
it in the phrase maintenance-of-capital-intact. For example, in 
" Some Accounting Terms and Concepts it is “‘ productive capacity ” 
or 1 A few accountants have, however, put forward a reasoned case for it (see, 


e.g., Edwards, op. cit.). 
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in one place, it is “real capital”’ in another place. But these 
two are far from being identical.! 

At first blush it would seem that “‘ capital ’’ should be taken 
to mean “ productive capacity.’’ But if it is productive capacity 
which is to be kept intact, there is the difficulty that no objective 
measure exists of what must be put back into the business 
in the form of real assets to preserve its productive potential. 
If, on the other hand, it is ‘‘ physical assets ’’ which are to be kept 
intact, various measures which have been suggested for doing 
this in practice are sufficiently accurate in most circumstances, 
Thus, the “‘ writing-up ”’ of depreciation appropriations by indices 
of prices, whether prices of the classes of assets concerned or of 
prices in general, may well be near enough, for practical purposes, 
to the money allocation required to maintain the physical assets. 
But any such “ writing-up ” will be much wider of the mark if it 
is productive capacity which is to be maintained—may, in effect, 
lead to a maldistribution of resources. 

Let it be admitted that in dynamic conditions maintenance 
intact of productive capacity is a more precise concept than main- 
tenance intact of physical assets, since technological changes or 
alterations in the combinations of capital items of input with non- 
capital items may make constancy of productive capacity com- 
patible with a declining fund of physical assets. The first con- 
cept is nevertheless not quite precise enough. For why should 
a given business regard—or be required to regard—a constant 
productive potential as a prime desideratum? The potential which 
is desirable for that business is to be determined by its investment 
decisions, and in theory those decisions result from a complex 
assessment of future income against present income.* The 
opinion that the concept of income must be conditioned by the 


1 May I be permitted to refer readers to what I have written elsewhere on the 
possible discrepancies between these two concepts? ‘‘ Unsettled Territory,” 
Accounting Research, Vol. 3, No. 1, January 1952, p. 67. 

2 In the article just quoted I said that this disadvantage of the concept “ was 
hardly more marked than the comparable absence of any objective measure of 
what must be put back to preserve physical assets when, as is invariably true 
in dynamic conditions, the types of assets (apart from their guantum) are chang- 
ing: in both cases the entrepreneur’s judgment is a main factor determining 
the depreciation charge.” It now seems to me that this understates the dis- 
advantage in question. When physical assets are to be maintained, the complica- 
tion results only from changes in types of assets; when productive capacity is to 
be maintained, changes in their quantum are superimposed. 

3 The process is examined at length in The Pure Theory of Capital, by F. A. 
Hayek, Ch. XXII, which also amounts to a penetrating discussion of the idea of 
maintenance-of-capital-intact. See also my ‘‘ Replacement Costs—An Econo- 
mist’s View,” Accounting Research, Vol. 1, No. 1, November 1949, pp. 60-5. 
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recuirement that these decisions should result in a minimum 
investment in the business, that investment which keeps produc- 
tive capacity unchanged, probably springs from the belief that 
in the economy as a whole productive capacity should not run 
down. However, even if that is accepted, it does not follow 
that unchanged capacity is a minimum requirement for each 
business. Further, such a national economic policy is hardly 
to be upheld in all circumstances. In critical times, or when 
an economy has descended from a high level of income to a low 
one, it may be quite inappropriate.? 

It may, perhaps, be retorted that to define income so that 
sufficient is charged against current revenue to preserve pro- 
ductive capacity unchanged, in the individual business or in the 
economy at large, need not carry the implication that it must be 
so preserved. Yet it is very likely that this implication will be 
drawn. And it is indeed preferable that the definition of income 
should be reached by reasoning which makes any definitional 
requirement—as that “capital” is to be maintained intact 
—correspond to a requirement in economic principle.* 

In truth, while the maintenance intact of productive capacity 
certainly has popular appeal, it does not provide much support 
for the new accounting. A third variant of the maintenance-of- 
capital-intact thesis seems more likely to provide it. This variant 
interprets “ capital”? as ‘“‘ real value of subscribed capital.” It 
takes as significant, not the power of the business to produce, 
but the interest in it of the owners, the proprietors of a firm and 
the ordinary shareholders of a company. The owners of a busi- 


1 J. S. Mill, from whom Marshall derived the definition of the net national 
income which, through Pigou, has since become generally accepted, considered 
that in arriving at it there should be deducted from gross income sufficient to 
maintain the working population as well as the material assets (Some Unsettled 
Questions of Political Economy, pp. 88-9). It is not suggested that this remnant 
of the classical subsistence theory can be re-incorporated in the modern definition 
of the net national income, but it does lead to questions about what is really 
meant by maintenance of productive capacity intact, and may even imply that 
the concept is too nebulous for the uses to which it is ordinarily put. 

2 Anticipating for a moment the subject of tax, which is to be dealt with in 
the third section of this article, it may be noted that those who argue that the 
new accounting should be admitted for tax assessments frequently enter the 
reservation that only so much of the enlarged depreciation charge is as eventually 
re-invested in the business should be allowed as a cost in striking profits. They 
recognise, that is, that for tax purposes at least maintenance of productive 
capacity unchanged cannot be a requirement of the definition of income, but in 
making this recognition they depart completely from the maintenance-of-capital- 
intact criterion. This indicates that what is needed is that maintenance-of- 
capital-intact should be understood in such a way, and the argument for its being 
set up as the criterion should be conducted in such a way that a departure of this 
kind would not be possible. 

No. 248.—voL. Lx. 3L 
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ness, when originally subscribing to it or when subsequently 
increasing their subscriptions out of profits, take up the ownership 
of physical assets. It is therefore reasonable that their interest 
should be kept equal in real value to that of the assets they have 
owned. This does not imply that the physical assets must be 
kept intact. It does mean that, since the deduction from current 
revenue should be sufficient to maintain the real value of those 
assets, the charge for their use in any operating period must be 
computed on present values. 

This third variant has in its favour that it might help to bridge 
the wide gap which still separates economists and accountants 
on these issues. Perhaps it is sufficiently akin to the conventional 
procedure of accounting to the proprietors of the business for their 
nominal subscriptions, and takes sufficient cognisance of the 
legalistic pre-occupations of the accountant with past values, to 
overcome the reluctance of many members of the accountancy 
profession to accept the economist’s case for the new accounting. 
At least, it seems a pity that the pros and cons of this variant 
were not discussed at all by the committee which prepared Some 
Accounting Terms and Concepts, especially since its task was to 
try to find a meeting-ground for accountants and economists. 

This approach also allows of an answer to the objection put 
forward by the Institute of Chartered Accountants,! that, if 
depreciation of fixed assets and stock is assessed on present 
values, then such liabilities as debentures and such assets as cash 
must also be kept constant in real value. Debentures are a debt 
contractually fixed in money terms, whose holders do not own 
real assets in the business. If the owners of the business have put 
part of their resources in cash (or “‘ debtors ”’), the deduction from 
current revenue should be sufficient for the physical amount of 
these assets in which their resources lie to be kept constant, just as 
it should be sufficient also to keep constant the physical amount of 
fixed assets and stock in which they lie should also be kept constant. 
But keeping constant the amount of cash or of debtors does not 
mean adding to the money value of these assets when prices rise; 
keeping intact the amount of fixed assets or stock means precisely 
that. This does not imply that a case cannot be made out for ad- 
justing the money value of debentures, cash, debtors and similar 
liabilities and assets fixed in money terms to accord with a change 
in prices in general. What it does imply is that the case for doing 


1 Recommendations on Accounting Principles, Recommendation No. XII, 
Institute of Chartered Accountants in England and Wales. (Reproduced as an 
appendix to Some Accounting Terms and Concepts.) 
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this is to be argued on totally different lines. The issue does not 
involve the method of determining business profit. It is part of 
the much larger problem, whether or not in inflationary (and de- 
flationary) conditions all contracts and undertakings fixed in money 
terms should be modified, to avoid what might be considered unde- 
sirable shifts in real wealth and realincome. Under such a dispen- 
sation not only would debentures, the cash held by a business, its 
total of debtors and like items have to be adjusted for the change 
in general prices, but also government securities, life assurance 
policies, leases andsoon. Sucha radical change in the economico- 
legal system is in a quite different category from the problem we 
are examining. 

We turn now to examine the practical question : if accounting 
by present values were generally adopted, would it solve the 
financial problem of maintaining capital intact (interpreting that 
term as we have here interpreted it)? How far is accounting by 
historical costs responsible for the purely financial difficulties 
with which businesses are said to be faced in inflationary con- 
titions ? The question is really a three-fold one : 


(a) Assuming the amount of profits, after tax and before 
any charge for the use of assets, to be given,! does accounting 
by present values provide sufficient funds ? 

(6) Does accounting by present values enable the amount 
of profits, ignoring tax, to be large enough to provide 
sufficient funds ? 

(c) How is the amount of tax payable, and thus the 
amount of profits as taken in (a), affected by the two different 
methods of accounting ? 


Part (c) of this problem is deferred to the next section of this 
article. Part (a) may be put in this way: we are asking to what 
extent a failure to account by present values will mean that, even 
if the profits of the business are in no way a limiting factor, the 
fund fed from allocations for the use of assets will be insufficient 
to satisfy our criterion. Part (b) of the problem involves the 
different effects upon profits, via price-fixing, of the two alterna- 
tive methods of accounting, and thus no longer leaves out of 
consideration the amount of the profits. 

Taking part (a) of the problem, assume a business buys fixed 
assets or parcels of stock (which for simplicity we continue to call 
“real assets ’’) for £1,000 at time 10 (not time 0, because there is 


1 That is, in effect, assuming the tax authorities continue to assess by historical 
costs. 
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no implication that the business has just started operations), 
Assume it has no other real assets. Assume, further, that the price 
of real assets rises by 100% at an even pace between time 10 and 
time 20, when the real assets are assumed to be completely used 
up in production. 

Case IA.—If the business accounts by historical costs and 
does not invest monies either outside or inside during the period 
from time 10 to time 20, it will have £1,000 (£100 x 10) available 
at time 20. The business will then have a deficiency of £1,000 
compared with what is necessary if capital is to be kept intact. 

Case IB.—If we assume that the circumstances are as in Case 
IA, except that the business accounts by present values, it will 
have £1,550 (£110 + £120 + £130 +... £200) available at 
time 20, and it will still have a deficiency, but one of only £450, 
which is smaller than in Case IA. 

Case II A.—If we now assume that the business invests monies 
derived from the charges for the use of real assets, as and when 
free, outside itself and, further, that these external investments 
vary in value with the price of real assets (ignoring, for simplicity, 
both the return on replaced real assets and_the yield on securities) 
then, on the other assumptions of Case IA, including the assump- 
tion that accounting is by historical costs, it will have available 

20 


at time 20 the sum of £1,339 =| (£100 x it) * (100 ‘ is) 4 


2 9 
(£100 x 4 eet (£100 x su) fand its deficiency will be £661. 

Case IIB.—If the assumptions are as in Case IIA, except that 
accounting is by present values, the business will have available 


at time 20 the sum of £2 000 =| (£110 x i) + (£120 x a3) sa 


(£130 x 3) + (£200 pe 5) jand its deficiency will be nil. 

Case IIITA.—If we hold to the assumptions of Case IA, except 
that we assume that the business invests in real assets monies 
from the allocations for the use of real assets, as and when those 
monies are free, then (accounting by historical costs) its real 
assets will be worth £1,339 at time 20, and its deficiency will be 
£661, as in Case ITA. 

Case III B.—Modifying the foregoing case by assuming that 
accounting is by present values, the real assets will be worth 
£2,000 at time 20, and the deficiency will be ni/, as in Case ITB. 

Case IV A.—It can easily be seen that if the rise in the price of 
real assets, while working up to a peak at time 20, does not take 
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place at an even pace, the deficiency at time 20, where the other 
circumstances are as in Cases JA, IB, ITA and IITA, can be either 
more or less than in those cases, but is always positive. 

Case IVB.—However, if the rise in price is uneven and the 
other circumstances are as in Cases IIB and IIIB the deficiency 
will still be nal, or may be negative. 

It follows that accounting by historical costs will never solve 
the financial problem posed, but accounting in present values will, 
whatever the pace of the price rise, assuming either (a) that invest- 
ment in the business is continuous or (b) that investment outside 
the business is continuous and is in assets (including securities) 
which are subject to the same price rise as real assets. If neither 
of these assumptions holds, the financial problem remains, even 
if accounting is by present values; but assuming there has been 
no fall in the price of assets below their purchase price, it is not so 
serious as if accounting is by historical costs. Similarly, with 
accounting by historical costs, the financial problem is aggravated 
if neither of the assumptions holds, relatively to the situation 
where either of them is valid. The essential qualification is that 
either continuous investment in real assets or the placing of monies 
outside the business in assets which increase in price pari passu 
with real assets is necessary if the financial problem is not to 
assert itself. 

This qualification is important in practice, because the difficult 
post-war years, with an extreme physical shortage of capital 
goods, would have caused investment in real assets to take place 
spasmodically, entirely apart from any financial difficulties; this 
discontinuity, the outcome of real and not financial factors, could 
then produce financial difficulties in the way described, and one 
suspects that in numerous instances it has so produced them. 
Similarly, the much greater rise in the price of capital goods than 
in the price of securities has prevented businesses, even if disposed 
to place monies outside, from doing so on the terms of our assump- 
tion. In addition, it is doubtful how far they have appreciated 
the significance of continuous internal investment and buying of 
securities in times of inflation. It may well be that many who 
lament a present lack of funds for investment in real assets could 
trace the cause to an excessive disposition to liquidity in the past. 
This may often have been the result of the business man’s tendency 
to say that his job is manufacturing or trading, not “ dabbling in 
the stock markets.’ For all these reasons, the financial problem 
is a larger one than is to be explained simply by adherence to the 
old accounting, though it is undoubtedly aggravated by it. 
Accounting by historical costs is not the sole cause of these 
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difficulties, nor would a change to the new accounting in itself 
suffice to remove them. 

Moreover, while accounting by present values can solve the 
financial problem of keeping capital intact, if investment takes 
place either inside or outside the business on the terms assumed, 
even so, the financial position of the business will generally not 
be as good as it would be in the absence of the inflation. For if 
the price of the real assets in our examples had remained constant 
at £1,000 between time 10 and time 20, then the business would 
have a surplus of £339 at time 20 over the sum required to keep 
capital intact, since at that time it would have the same sum (in 
real assets or securities) as in Case ITA (both methods of account- 
ing now giving the same result) and accounting by present values 
in inflation will produce a surplus only when the rise in values 
is humped in the earlier years. If continuous investment may be 
taken as normal, the new accounting will never compensate fully 
for all the financial disabilities produced by a steady inflation, 
though it may (with qualifications) meet the particular difficulty of 
obtaining sufficient funds for the maintenance of capital intact. 

We pass now to the second of our two sub-questions. Does 
accounting by present values enable the amount of profits, ignor- 
ing tax, to be large enough to ensure maintenance-of-capital- 
intact? Obviously, the funds for the necessary investment in 
real assets cannot be built up from allocations for the use of such 
assets, by whatsoever method of accounting, unless the revenue 
of the business is large enough. If the products of the business 
sell at prices determined on the basis of average costs, a large 
enough revenue would be assured, provided average costs com- 
prised a charge for the use of real assets computed on present 
values. But it has not yet been conclusively shown that pricing 
by average costs commonly prevails, let alone that it is normally 
based on such a provision for the use of real assets. If pricing 
is not by average costs, but by short-period marginal costs, prices 
do not necessarily suffice for the necessary investment in real 
assets, even if accounting is by present values; for short-period 
marginal costs will comprise only that part of the charge for the 
use of real assets which is variable with output. In any event, 
actual prices—as opposed to the prices posited by a “ price fixing ” 
process—probably contain an element of quasi-rent when con- 
ditions, including the monetary situation, are changing. Thus 
the question whether revenue is or is not sufficient to permit 
funds for investment in real assets to be accumulated out of 
charges for the use of real assets cannot be answered simply by 
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establishing whether in the price-fixing process costs do or do 
not include such charges computed on present values. 

Further, it is clear that even if revenue is insufficient to build 
up funds for investment in real assets, profit distributions being 
left unchanged, a curtailment of these distributions might enable 
the funds to be accumulated. It is shown in a recent study by 
the Institute of Cost and Works Accountants ! that the deficiency 
created in the real assets of a business is given by the formula : 


100a /6b 
d= (,- 20 -) - 1) 


where d = the deficiency in real assets (as a percentage of b) ; 

a = the historical-costs level of real assets used in the 
operating period ; 

b = the present price level (that is, the price level at the end 
of the operating period) of the real assets used in the 
period ; 

p = the rate of profit as a percentage of a, and 

y = the proportion of profit distributed. 


Thus if the price of real assets has been rising, d < 0 when : 


b 
sf —m <4 


At the extreme y will be zero, and then d < 0 if: 


b 
ati¢+ 9 


That is to say, revenue need not be insufficient to permit the 
necessary investment in assets, provided the policy of distributing 
profits is austere enough, unless the percentage rise in the price 
of real assets is greater than the rate of profit upon them at 
historical costs. If it is less, some curtailment of profit distribu- 
tion will always permit the investment. Even if the profits 
of a business have advanced less rapidly than the prices of the 
real assets, and there exists a financial problem of the kind here 
being discussed, it may be due to a disproportionate distribution 
of profits. This does not imply that any positive distribution 
would be disproportionate. But it does mean that the financial 
problem cannot be simply ascribed to a failure of prices to include 
sufficient for the use of real assets, unless examination shows that 
there has not been over-distribution of profits. As will be seen 
below (p. 869), the point is even more pertinent in considering the 


1 The Accountancy of Changing Price Levels, p. 43. (The symbols are here 
changed and the formulation is slightly different.) 
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criticism that the financial problem arises because the taxation 
authorities do not allow a charge for the use of real assets computed 
on present values. 


iit 


It remains to examine, on the third plane distinguished at the 
outset, the implications for business taxation of accounting by 
present values. Without doubt the bulk of the support for the 
new accounting has come from those who aim to alleviate the 
burden of tax upon businesses in inflationary conditions by 
reducing profits assessed to taxation. Perhaps some in this group 
seek only to increase distributed profits at the expense of other 
personal incomes. But it may be taken that the dominant and 
responsible element is mainly concerned to facilitate the replenish- 
ment of the real assets of the economy, even though it may over- 
look that a sufficiently restrained policy of profit distribution may 
in itself facilitate this. The Millard Tucker Committee had mainly 
in mind the arguments of this element. These arguments merge 
with those put forward in Section II, but considerations that 
involve tax are logically separate from considerations that do 
not. However, the Millard Tucker Report devoted insufficient 
attention to the strong case which exists for the new accounting 
on grounds of principle, as discussed in the first section of this 
article, and the rather weaker case on grounds of policy (ignoring 
tax), as discussed in the second section. It rejected the new 
accounting after considering only taxation implications.1 Even 
so, within the limited context of taxation, its discussion ignored 
some of the really cogent arguments. In brief, it was in my view 
right in rejecting the new accounting for tax reasons, but did not 
put forward the right tax reasons: it was wrong in not accepting 
the new accounting for other reasons, which it failed to consider. 

If the conclusion is reached that business profits, in principle 
and as a matter of general policy, should be determined by 
accounting by present values, it need not carry the implication 
that the burden of business taxation should be reduced, whether 
to permit of easier investment in real assets or for whatever other 
reason. A reduction in the total of profits assessed, resulting 
from the change in accounting methods, may be offset by a rise 
in the rate of tax upon them, or by the imposition of some other 

1 It should, however, be noted that the committee was following the line 
taken by its witnesses, representing, one may fairly say, the business and account- 


ing community at large, who based themselves on narrow tax grounds, largely 
ignoring the wider ones (paragraph 97 of the report). 
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tax. But the Millard Tucker Committee considered whether the 
change is justified for the relief it would bring in the burden of 
business taxation, implicitly assuming that the change would not 
be offset by an adjustment in the rate of tax or by a new tax, so 
that this aspect must be examined. 

If accounting is by historical costs, part of the value of real 
assets of some businesses, part of their capital, will be included in 
their assessments to tax, and profit or income taxation will belie 
its name. The Millard Tucker Report did not state this conclu- 
sion—quite logically, because its conception of business profit 
included the capital element. But once one accepts the theoretical 
or practical necessity of accounting by present values in the 
determination of business profit, one is bound to attach importance 
to it in the context of tax assessments, since it is undesirable that 
an “income tax ”’ should be in part a capital tax, that is, a tax 
assessed on capital, if only because to avoid inequities capital 
brought within the assessment of a capital tax should be uniformly 
defined for all businesses. (It will be understood that this is not 
necessarily to reject an identifiable and defined tax on capital or 
to say that a tax on income cannot be paid out of capital.) 

Let us turn now to question (c) on p. 861. Would a change 
from accounting by historical costs to accounting in present values, 
assuming that the tax authorities accepted the change for tax 
assessments and that the rate of tax was not adjusted in compensa- 
tion, so affect profits after tax that capital could be kept intact 
after the change, when before the change it could not? This does 
not mean considering only whether total business taxation is too 
great to permit of the capital of the whole economy being kept 
intact, for different measures—such as a reduction in the rate of 
tax, the assessments being left undisturbed—could alleviate the 
total burden. It means also considering whether the fact that 
assessments are by historical costs causes the individual burden 
upon some businesses to be so heavy that they cannot keep their 
individual capital intact out of their revenue, consistent with any 
rate of tax which would enable the capital of the whole economy 
to be kept intact out of business revenue. In other words, if the 
tax authorities continued to fix their assessments by reference to 
accounting by historical costs, would a reduction in the rate of 
tax which sufficed to keep the aggregate capital of the economy 
intact leave some individual businesses still unable to keep their 
capital intact ? 

Whether or not the assessment to tax of a particular business 
partially on capital means that in some degree it will pay the tax 
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out of capital depends upon a number of factors—the rate of the 
tax, the level of profits (as computed via accounting by historical 
costs) before tax, the proportion of profits distributed and the rise 
in the price of real assets. It is certainly possible for the com- 
bination of these factors to be such that no part of the tax is paid 
out of capital. or example, profits before tax may be so high, 
in relation to the increased price of real assets, that all the tax 
assessed on capital is paid out of profits. When many businesses 
are obtaining large quasi-rents, this is likely to be a frequent 
occurrence. 

There will, however, certainly be instances in which part or 
the whole of the tax is paid out of capital, the assessment being 
by historical costs, and would not be paid out of capital if the 
assessment were by present values. In some of these instances 
the payment of tax out of capital would be obviated if the rate of 
tax were reduced, leaving the method of assessment the same. 
But there might remain a residue, though a residue that would 
shrink as the rate of tax fell, where this would not be so, for 
at any positive rate of tax some businesses might continue to pay 
tax out of capital. 

With the prevalence of large quasi-rents, this residue is likely 
to be so small that it is doubtful whether the change in assessments 
is warranted simply in order that each and every business, with 
no single exception, is left with sufficient profits after tax to 
ensure that, provided it distributes profits appropriately and 
accounts by present values, it will keep its capital intact. Thus, 
if it is postulated that the main aim is to enable business as a 
whole to keep intact the capital of the economy at large, the balance 
of advantage would seem to be in a reduction in the rate of tax 
rather than in a change in assessments. The reduction in the 
rate would be more straightforward and easier to administer. 
More important, it would almost certainly achieve the end 
postulated for a smaller sacrifice of tax yield by the Exchequer. 

Furthermore, if the solution of these difficulties is all that is in 

1 Adapting the formula on p. 865, where now c = the rate of tax on profits 
(assumed to be the same on distributed and undistributed profits), we have : 

a= 18 (2 — pl — yl —e) — 1) 
The assessment to tax on present values instead of by historical costs would lower 
assessed profits by b — a and would reduce d by : 
a 


100((1 — g)(1 — yl — 0) 


It can easily be seen that d might originally have been a positive quantity greater 
than this. 
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question, the tax assessment can be modified much less drastically 
to produce the desired result. The Millard Tucker Report shows 
conclusively that after paying its tax a business can be assured of 
sufficient funds for re-investment in real assets by the granting of 
generous initial allowances on the cost of the assets when they are 
purchased.1 The Institute of Chartered Accountants carried 
this suggestion to the logical limit by proposing, in effect, that 
initial allowances upon the new assets should always be granted at 
a rate which would suffice, in the individual circumstances, to 
provide funds for the acquisition of those assets, when supple- 
mented by accumulated depreciation allowances on the old assets 
and the proceeds of their realisation.? By devices of this kind the 
purely financial problem can fairly easily be solved, so far as it is 
the result of the method of tax assessment. These measures do 
not, however, amount to a change in the method of determining 
business profits: the Institute of Chartered Accountants 
stipulated that in the commercial accounts, as distinct from the 
tax assessment, they should be ignored. And even so, the stipula- 
tion applies to the profits of an accounting period after the old 
assets have been used : the profits of the period during which they 
are being used must remain unaffected by measures of this kind. 
They are merely a way of extending interest-free loans from the 
Exchequer to businesses for the specific purpose of easing financial 
disabilities. The fact that they would be effective in removing 
those disabilities is sufficient proof that a re-definition of business 
profits is not necessary for financial reasons. But the corollary 
is that the Millard Tucker Report, in devoting itself almost 
exclusively to the narrow issue whether the re-definition was 
necessary for the solution of the financial problem, was neglecting 
the really important questions involved in the determination of 
business profits, even within the limited context of taxation. 

Overriding all this, however, is the broad question whether 
in inflationary conditions the total burden of tax should be 
lightened to allow businesses to keep intact the aggregate capital 
of the whole economy, disregarding the eccentricities of in- 
dividual businesses. In such conditions any excess of money 
incomes after tax over consumption must equal undistributed 
business profits plus personal savings. Assuming full employment 

1 Paras. 119-121. 

2 Evidence to the Royal Commission on Taxation, Part B, paragraph 332. 
But the suggestions both of the committee and the Institute of Chartered Account- 
ants were limited to fixed assets, leaving the financing of stocks subject to the 


same difficulties as at present, though the suggestions are capable of extension to 
stocks, 
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and maximum real output, if there is a rise in money incomes and 
the public seek to maintain their consumption in real terms, 
perhaps even to increase it, then the price level will rise and 
undistributed business profits will eventually “syphon off” the 
excess of incomes. But if businesses seek to invest their undis- 
tributed profits, the rise in money incomes and in prices will go 
farther, before equilibrium is reached, than it would do if the 
undistributed profits lie uninvested early in the sequence. Thus, 
if in the conditions postulated the price rise is to be limited and 
shortened, it is necessary to ensure that there takes place only a 
curtailed amount of investment out of profits. In any case invest- 
ment may have to be restricted to less than that required to 
maintain capital intact. One way of bringing this about is to 
tax businesses in such a way that their tax obligations increase 
steeply in inflationary conditions. Since the excessive undis- 
tributed profits are the inflationary overspill, high taxation is 
unlikely to be a marked deterrent to production, and any decline 
in “ capital intensity ” need not reduce real output, particularly 
in the short run. 

If it is admitted that business taxation may legitimately be 
used as an instrument of economic stabilisation in inflationary 
conditions, a demonstration that it militates against maintenance of 
aggregate capital intact does not prove either that the tax is too 
high or that it is wrongly assessed.! Moreover, given that an 
inflation is in progress, any demonstration along these lines, 
unless it is supported by an argument for cutting down real 
consumption in some way, condones an intensification of the in- 
flation. The argument that business taxation should not be used 
as an instrument of economic regulation is no doubt tenable, but 
only if other effective anti-inflationary measures are put forward 
in substitution. Even so, it could not logically be sustained by 
anyone who accepts the general idea of ‘‘ budgeting for a surplus.” 

The Millard Tucker Report accepted the criticism that the 
present tax system creates financial difficulties for some businesses 
wishing to invest in real assets. But there is no indication that 
attention was paid to the point that any policy of economic 


1 Such a demonstration was made in the recent survey of about eighty public 
companies conducted by the Federation of British Industries (The Effects of 
Inflation on Industrial Capital Resources), and by the inquiry into the accounts of 
a sample of some 1,500 private companies made by the British Bankers’ Associa- 
tion for its evidence before the Royal Commission on the Taxation of Profits and 
Income. Similarly, demonstrations of the kind have been essayed by appeals 
to the hypothetical figures of an imaginary company—see, for example, the 
evidence of the Charterhouse group of finance companies before the Royal 
Commission. 
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stabilisation might inevitably involve the creation of difficulties 
of this kind. 

If I may generalise, the arguments advanced to justify the 
proposition that aggregate capital might not be maintained 
intact because of the method of assessing business taxation apply 
equally to the wider question whether this method might prevent 
the real assets of the economy from growing fast enough; main- 
tenance of capital intact is merely a particular case where the rate 
of growth is nil. But once we pass to a positive rate of growth 
other important considerations supervene. For example, even 
if personal saving is practically non-existent, is it desirable that 
there should be a growth in real assets promoted by the Exchequer 
via the taxation of businesses? If the State is to ensure such a 
growth, are other methods preferable? But these are bigger 
issues which cannot be considered in the present article. 

The conclusion is, then, that if in individual businesses, or in 
the economy at large, there is in certain circumstances a failure 
to maintain capital intact under the existing method of tax 
assessment, that is no adequate reason for changing the method. 
Nevertheless, as has been shown, there are other good reasons 
for changing it. And if, for these reasons, the method were 
changed, other things being equal, businesses which are prevented 
by it from maintaining intact their individual capital would no 
longer be so prevented. Yet because in certain conjunctures 
reliance might need to be placed upon fiscal policy to ensure that 
total investment was not excessive, some businesses, not neces- 
sarily the same as before—though certain of them would find 
themselves in this category once again—would have to pay part 
of their tax out of capital. There would be alternative ways of 
reaching this result. A rise in the average rate of existing 
business taxation is one way; a differential rate in favour of dis- 
tributed profits relatively to undistributed profits—the reverse 
of the existing differential in Britain—is perhaps another. There 
are also further possibilities : for example, new taxes on the lines 
of the investment tax and duty recently imposed in Sweden. 
Whatever alternative was adopted, the fact would remain that 
the change in the method of tax assessment would not have pro- 
duced the result which is sought by most of those who advocate 
the change. 

Leo T. LitTLe 
London. 
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Business Cycles in the United Kingdom, 1870-1914. By J. 
TINBERGEN. (Amsterdam: North Holland Publishing Com- 
pany, 1951. Pp. 140. Fl. 12.50.) 

THE period between 1870 and 1914 exercises an increasing 
fascination over economists as the classical period of the trade 
cycle. Professor Tinbergen is the latest economist to attempt 
an analysis of the fluctuations that took place in the British 
economy over those years. His study was undertaken in 1939 
and 1940, and is now published without amendment. 

The main feature of his approach is that it is uncompromis- 
ingly econometric. The statistical series are hurriedly introduced 
—over a hundred of them—and reduced to nine-year moving 
averages, with a mumbled footnote or two to tell us where they 
come from. The machine is then set in motion and presto! 
regression equations and correlation coefficients come pouring 
out. It may all be history, but it isn’t about what happened in 
this year or that. On the contrary, it is an ambitious attempt 
to sweep the economic history of the period into mathematical 
formule, with everything a function of everything else and lags 
and elasticities carefully measured. 

But although the period may appear to lend itself to just such 
a treatment because a regular cyclical rhythm was maintained 
over so long a stretch, the very regularity of the cycle makes 
correlation peculiarly hazardous. A common cyclical pattern 
was stamped on all the variables, so that very high correlations 
are easily established between quite unrelated variables. More- 
over, the statistical data are highly unreliable and incomplete, and 
have to be carefully tested and built into position in any explana- 
tion of the fluctuations that occurred rather than steam-rollered by 
an analysis of variance that treats each series (and each figure in 
the series) as of equal accuracy. The layman may well feel some 
scepticism whether subtlety of statistical technique can make up 
for the arbitrariness of the data used. 

Professor Tinbergen is conscious of these objections and 
regards his study mainly as an experiment in method, to be im- 
proved by others as better figures become available or alternative 
hypotheses are advanced and tested. But there are times when 








m- 





[pEC. 1952] TINBERGEN: BUSINESS CYCLES IN THE U.K. 873 


he makes larger claims—for example, that he has helped to estab- 
lish that elasticities of demand are low and elasticities of supply 
relatively high. He goes out of his way to warn the reader that 
he must not suppose that goodness of fit is easily achieved. It 
may be useful, therefore, to take one or two concrete instances to 
show just what bogs he has tried to plough with his powerful 
mathematical tractor. 

The series for the volume of home investment is arrived at by 
taking an index for iron and steel consumption as a measure of 
engineering activity for home-market requirements, and a two- 
year moving average of timber imports as a measure of building 
activity. ‘These are then weighted on the basis of the value of 
engineering and building output in 1907 and added together. 
The first of these series includes indirect exports of iron and 
steel in ships and other manufactured products; the weight given 
to it is much too high; and it is extremely sensitive to fluctuations 
in stocks of pig-iron (the figures for which are unreliable), and not 
nearly sensitive enough to changes in the rate of construction of 
the main items of capital equipment like machine-tools. The 
second series may be even more misleading. It includes pit-props 
(over one-quarter of the total in 1907); it is no index at all of 
constructional work (e.g., bridge-building), which formed the bulk 
of “ building ” output in 1907; and it is a poor index even of 
residential building, which cannot have used as much as one-tenth 
of timber imports in 1907. When the figures of volume are con- 
verted to value, fresh difficulties arise. The index used for 
building (from G. T. Jones) is of costs, not selling price, relates only 
to London and has been subject to severe criticism. For engineer- 
ing prices a weighted average is taken of export unit values for 
iron and steel products and a synthetic index for machinery prices 
(based on movements in the price of pig-iron by a formula said to 
be derived from German experience). The export unit values are 
based on a series for the value of exports of investment goods (for 
which only the vaguest details are given) and a second series for 
the quantity of such exports, arrived at from figures said to cover 
30% of the total but almost certainly dominated by the less- 
finished iron and steel products and excluding inachinery. 

From this extraordinary hotch-potch there emerges a series for 
the value of home investment that, on inspection, is quite incred- 
ibly plausible. This plausibility I attribute to the engineering 
component which uses every available scrap of information about 
pig-iron (and so preserves its cyclical virginity through all the 
manifold encounters with other, more dubious series), but 
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embodies no data at all about machinery (the distant German 
relation apart). 

When, therefore, Professor Tinbergen goes triumphantly on to 
“explain ”’ the fluctuations in investment in terms of profits in 
various past years, interest rates long and short and the “ price” 
of investment goods (i.e., the series for engineering prices referred 
to above) we may be enthralled by his mathematical fiddling and 
yet dismiss it as a mere cadenza. But it is with a positive alarm 
that we then watch him worry his unfortunate series until he 
shakes from it an estimate of the price-elasticity of demand for 
investment and sets the result alongside the outcome of similar 
calculations for other countries and periods. If five separate 
calculations yield estimates that lie between 0-23 and 0-33, may 
not the unwary take this feat of prestidigitation as a conclusive 
demonstration of truth? In these mysteries I hope that I betray 
no wanton scepticism; and it may well be that investment does 
not respond readily to fluctuations in the price of capitalequipment. 
But is it not more plausible to assume that if prices fluctuate more 
than investment activity this reflects a low elasticity of supply? 
If, for example, there had been an exact coincidence in the timing 
of the cycles in price and in activity, but the former had had an 
amplitude half as great again as the latter, Professor Tinbergen, 
if I understand him, would argue that the elasticity of demand 
was 0-67, and this figure would fall with every abatement in the 
synchronism between the two fluctuations (or with every departure 
from accuracy in the figures such as might happen for purely 
technical reasons—e.g., the use of a fixed base). But the true 
“explanation,” in conditions of full employment at the peak, 
would be more likely to lie in the keen competition for the re- 
sources needed to carry out investment and in the inelasticity of 
supply. 

These are extreme examples. They do not take from the 
pleasure that Professor Tinbergen’s book offers to students accus- 
tomed to a more pedestrian approach to nineteenth-century 
fluctuations. But they illustrate why Keynes used to quote the 
precedent of the Pentateuch whenever anyone attempted to 
explain the past in neat statistical series and ask that forty statis- 
ticians be shut up in their separate studies and told to repeat the 
calculations in isolation before he was obliged by their unanimity 
to accept the explanation as God’s truth. It is impossible to 
view Professor Tinbergen’s contribution to the Pentateuch without 
a certain awe, first, for the labour that must have gone to the 
whole row of new indices that he has prepared for his exploration ; 
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second, for the boldness with which he had hacked his way through 
the statistical jungle; third, for the dexterity with which he makes 
the most unpromising material yield apparently valuable con- 
clusions (to say nothing of his sheer black magic by which, with- 
out using any figures of stocks whatever, he derives from data on 
profits and raw-material imports the relation between total stocks 
and the annual consumption of finished goods); and lastly, and 
most of all, for the monistic fury with which he reduces the Vic- 
torian cycle to a single auto-regressive equation in terms of 
profits to-day, yesterday and the day before. Before this spectacle, 
lacking all priestly virtue, I can only gape in the mood of one 


watching Moses strike the rock. 


A. K. Carrnoross 


University of Glasgow. 


Studies in British Financial Policy, 1914-1925. By E. V. 
Morean. (London: Macmillan, 1952. Pp. xii + 388. 28s.) 


ProFEssOoR More@an here presents us with a very solid and 
useful piece of work, and all subsequent writers on war finances 
will find their task very much lightened as a result. By careful 
research Professor Morgan has succeeded in filling a number of 
gaps in our knowledge of the period, and in a number of other 
places he has been able to improve on former estimates by a 


careful reworking of the figures. 


The book is divided into four parts; the first sketches in the 
economic background of the period; the second gives a brief 
account of government finance, including national debt opera- 
tions, but excluding the activities of the social insurance funds 
and the local authorities. The third, and by far the most impor- 
tant part, consists of a step by step analysis of the relations 
between debt operations, the Bank of England, the Market and 
the commercial banks. Finally, in Part IV Professor Morgan 


discusses the international financial position. 


Although the important aspects of financial policy are thus 
covered in turn, the book is—as indeed the title acknowledges— 
essentially a series of studies, some very detailed, some much more 
sketchy; there is little attempt to weld the different aspects into a 
complete account of the unfolding of the story of war finances. 
In particular, the war itself with its stresses and strains and their 


impact on policy, remains off-stage all the time. 


The compromise 


between the subject approach and the chronological approach 
always presents an awkward dilemma in work of this nature; 
Professor Morgan’s approach leads to a good deal of repetition, 
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but does not completely avoid running the risk of overlooking 
interrelations. 

On the other hand, the analysis of individual points is often of 
very great interest. In every Part Professor Morgan has some- 
thing new up his sleeve for the careful reader. We start with an 
account of the crisis of August 1914 and the history of the 
Moratorium which is positively exciting. In Part II Professor 
Morgan has made a stout attempt to reach a better estimate 
of the true budget surplus/deficit position than the official figures 
afford. He finds, not unexpectedly, that in the turbulent years 
of the change from war to peace the failure to account for expendi- 
ture within the period in which it actually took place has intro- 
duced a considerable error. When this is allowed for, and over- 
seas payments (such as loans to allies) are deducted, the deficit of 
£326 million in 1919-20 is turned into a surplus of £100 million. 
Throughout the succeeding years also Professor Morgan shows a 
larger surplus than the official figures, although the difference is 
much less in the later years. 

The implication of this is, of course, that the Government was 
more “correct ’”’ in policy in the boom, and less correct in the 
slump than previously appeared. On the other hand, the 1919-20 
surplus contained a large contribution from the sale of war stores, 
which may well have been bought out of accumulated balances, 
with no effect on current saving; while in the later years the local 
authorities were investing heavily, at the government’s direct 
encouragement (they borrowed £200 millions between 1920 and 
1924), and the unemployment insurance fund was also running a 
strong deficit; these factors also deserve to be taken into con- 
sideration. 

The most important addition to knowledge in this part of the 
book is perhaps the reworking of the Layton figures of national 
debt holdings. As a result Professor Morgan substantially 
increases the figure of Departmental investments and lowers that 
of personal holdings (but if war savings certificates be included the 
difference in the latter is not great). These adjustments are very 
plausible. 

As has been said, the cream of the book is to be found in the 
two central chapters on the Bank and the Market, and Money 
and Credit. It is easy to see where Professor Morgan’s major 
interest lies. Especially interesting is the elucidation of the 
significance of “‘ Special Deposits,” although their aspect as a 
prototype of T.D.R.s is not brought out. Very interesting again 
is the analysis of the process and effects of the change to a rela- 
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tively cheap monetary policy after the American entry into the war 
had relieved the strain on the dollar exchange. Professor Morgan 
also revises our estimation of the result of the Victory Loan of 
1919; he holds that the small amount of new money subscribed 
should not lead us to count it a failure, since after it—and very 
plausibly due to it—the volume of “ other deposits ” (which were 
exceptionally hard to control) was substantially reduced ; the fact 
remains, however, that the moment when everyone was en- 
deavouring to put themselves into a liquid position in order to 
convert to peace-time activities was a poor moment to raise long- 
term debt. 

In this connection Professor Morgan amply reaffirms that the 
decisive factor in enabling monetary control to be re-established 
was the decision to put a ceiling on the volume of currency notes, 
and thus finally shut the mouth of the “‘ widow’s cruse ”’of liquidity 
on which the banks had been drawing freely throughout the later 
years of the war. He also brings out the deflationary effect of 
the accumulation of gold and reserves in the Currency Notes 
Redemption Fund in a way which I think had not previously 
been appreciated. Finally, in the last section of the book, Pro- 
fessor Morgan supplies an analysis of the genesis of foreign 
borrowing which is substantially new, and of great interest, 
especially in view of our more recent experiences. 

In spite of these tit-bits, it must be acknowledged that 
Professor Morgan imposes a regime of strict austerity on himself 
and on his readers; this operates in two ways. In the first place 
all the scaffolding has been left in place, even where it was too 
flimsy to permit the erection of a structure; there are fifty-five 
tables in the text. In the second place Professor Morgan sticks 
rigidly to his chosen period ; we are told nothing of what happened 
at the next turn of the wheel, although what we are looking at is 
obviously no more than a cross-section cut from a continuous 
process. At times this restricted vision leads Professor Morgan to 
draw conclusions that have only a limited validity. For instance, 
he claims (p. 156) that the funding (conversion) operations of the 
early twenties led to a relative increase in long-term debt which 
contributed to the exceptionally large gap between long and 
short rates characteristic of the inter-war period. While in 
principle any relative increase in long-term debt must have this 
effect, it would appear that the specific effect of these operations 
was very slight indeed. A glance at the relation between long 
and short rates just beyond Professor Morgan’s period would have 
shown, first, that from 1925 to 1929 (when with the monetary crisis 











878 THE ECONOMIC JOURNAL [DEC. 


short rates soared far above long) there was virtually no gap at 
all, and secondly, the significant gap only appeared (in 1930) with 
the depression, being then confirmed by the Great Conversion in 
1932 and the new opportunities opened to the authorities for 
controlling short rates through departmental financing, which at 
that stage was carried out by the Exchange Fund, also dating from 
1932. 

It is characteristic also that Professor Morgan will not allow 
himself to draw analogies or comparisons between the factors he 
analyses and the financing of the Second World War. To know 
how far the phenomena described anticipated or differed from 
parallel phenomena which are still reasonably fresh in our minds 
would have been both interesting and suggestive. 


Ursvuta K. Hicks 
Oxford. 


Ten Great Economists from Marx to Keynes. By Josepu 
SCHUMPETER. (London: Alien and Unwin, 1952. Pp. 
xiv + 305. 21s.) 

THE first seventy pages of this book are rather different in 
treatment and subject from the others, being a reprint of the 
masterly study of “The Marxian Doctrine” from Part I of 
Capitalism, Socialism and Democracy. The rest of the volume is 
devoted to much briefer obituary and centenary articles, written 
between 1910 and 1949 and varying greatly in length, about 
nine leading economists mainly neo-classical and academic. The 
obituary memoir is a form which inevitably imposes considerable 
limitations, especially onsogenerousand polite a writer, with such an 
acute sense of occasion, as Schumpeter. Reading straight through 
these nine tributes, one misses nothing of the felicity and subtlety 
but perhaps something of the pungency and penetration of their 
great author’s major writings. Indeed, one may find oneself 
wondering how, having fairly recently inherited such compre- 
hensive stores of unalloyed wisdom as those bequeathed by 
Schumpeter’s nine heroes, the illusion of certain contemporary 
intellectual disharmonies and inadequacies still somehow con- 
trives to persist. These deliberately uncontroversial essays should 
probably best be taken singly to help along with the heavier 
writings of their subjects—from Walras to Keynes—when one 
has occasion to be studying these. 

As regards Marx, the literature is so vast, there are so many 
different sorts of criteria by which it is assessed and there are so 
many different levels of audience for which it is served up, that the 
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meaning of any generalisation is inevitably rather doubtful. We 
shall simply assert that Schumpeter’s study must be among the 
best critical expositions and appreciations in existence, on (or 
especially on) the economic side. Incidentally, Schumpeter 
repeatedly emphasises Marx’s deep indebtedness to Ricardo. 

The nine neo-classical academics fall into four groups: 
Austrian (two), Lausanne (two), Cambridge (two) and America 
(three). The two Austrian studies are both fairly early obituary 
writings, and both are devotedly appreciative (notably so since 
Schumpeter himself apparently never had much academic recog- 
nition in Vienna). The essay on Béhm-Bawerk (1914) is a much 
abbreviated translation—(unfortunately omitting one of my 
favourite passages on Béhm-Bawerk as a controversialist)—of an 
article which sets out with valuable clarity what it was that the 
voluminous study of Kapital und Kapitalzius was intended to 
achieve. Schumpeter points out the main assumptions and limita- 
tions of the theory, while hardly suggesting that these limitations 
might amount to not-negligible weaknesses. In his rather brief 
article on Menger (1921) Schumpeter makes a loyal statement of the 
later Austrian mythology about the great founder of the School. He 
presents Menger as “‘ nobody’s pupil ”’ with “ only one forerunner ”’ 
(Gossen). Apparently, the flat contradiction between this picture 
and that given in prefaces by Menger and Wieser themselves was 
simply due to their misplaced modesty, while the existence of Man- 
goldt, Thiinen and Schaeffle can be ignored. Apparently by way of 
explaining Menger’s methodological performances, it is emphasised 
that his Principles had a “ chilly reception’’ and that he was 
“ quite alone without a platform’”’. In fact, within a year or 
two Menger found a chair at Vienna and two most able, devoted 
and prolific disciples. He might have counted himself infinitely 
more fortunate in this respect than the lifelong exile Walras, and 
the lonely Jevons, whose Theory, not to mention his 1862 paper, 
in his own lifetime and country met with little attention, apart 
from some testy complaints from Cairnes and Bagehot, and a 
genteel douche of Cambridge cold water from Marshall. 

The two Lausanne essays belong respectively near the be- 
ginning (Walras, 1910) and the end (Pareto, 1949) of Schumpeter’s 
work. Amid all his wide intellectual explorations and sym- 
pathies, Schumpeter was probably most devotedly at home with 
the two Lausanne exiles. As he said elsewhere of Walras, ‘‘ both in 
vision and achievement he was without doubt the greatest of 
economic theorists,’ while in his philosophy and sociology 
Schumpeter’s debt to Pareto is obviously a great one. In view 
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of the scarcity of first-rate writings on Pareto in English this essay 
may be for many English readers the most solidly valuable of the 
nine, and it has the slight advantage of being a centenary and not an 
obituary article. 

Delicate undertones of criticism do perhaps become detectable 
in the course of the two Cambridge essays on ‘‘ Papa ”’ Marshall 
(as apparently Schumpeter used to refer to him), and on Keynes, 
The cult of the single revelatory book containing “all ye know 
on earth and all ye need to know,”’ the high-minded reformist zeal, 
the sensible if perhaps slightly blinkered Victorian or Edwardian 
optimism of social outlook : such characteristics, common in their 
very different ways to both of these two great economists, and their 
entourages, were emphatically not Schumpeter’s cup of tea. In- 
deed, in the case of Keynes, he may have been prevented from 
seeing through to the intellectual achievements behind. Here it 
would have been interesting to have had Schumpeter’s 1936 review 
of the General Theory printed alongside the obituary tribute (though 
fortunately this review has now béen reprinted elsewhere). 

The three chapters on Taussig, Fisher and Mitchell also belong 
among Schumpeter’s later writings. There is more of warm 
personal affection and admiration in these three American essays 
than in any of the European ones, though it is apparent that this 
affection and admiration comes from one who was quite unable to 
share in some of the most characteristic assumptions and aspira- 
tions of his American friends and subjects. 

We must indeed be thankful that so many of Schumpeter’s 
widely scattered and often inaccessible papers are now being 
reprinted in convenient English volumes such as this (and in that 
recently edited by Professor Clemence). There is one item which 
might have been suitable for this collection (or as an addition to 
its Appendix on Knapp, Wieser and Bortkiewicz), though it is not 
an obituary or centenary tribute. This is the long and interesting 
article on Gustav Schmoller (1926). Schumpeter retained in his 
later years his admiration of Schmoller’s work, as a long and 
gratuitously generous footnote in his Business Cycles testifies. In 
view of the fantastic inexactitudes now freely circulating in English 
as to Schmoller’s methods and views the republication of Schum- 
peter’s article would have performed a valuable service, as well as 
demonstrating yet another facet of his comprehensive intellectual 
sympathies and breadth of understanding. 

T. W. Hurcuison 
London School of Economics. 
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Competition Among the Few. By WitutAM FELLNER. (New 
York: Alfred Knopf, 1949. Pp. ix + 328. $5.) 


THE established theory of “narrow” market structures, 
originating in Cournot’s brilliant but highly simplified treatments 
of duopoly and bilateral monopoly, has developed logically by 
analysing more and more complicated hypotheses concerning 
entrepreneurs’ anticipations of rivals’ reactions. The oligopoly 
problem has now become a leading species of the general class of 
conjectural problems, whose essential characteristic is that a 
significant number of decisions are taken in partial or complete 
awareness of their influence on others’ decisions. All such 
problems are in general indeterminate, and their solutions are 
only rendered determinate by postulating special, plausible, 
expectational patterns and reaction patterns for the various 
participants. 

Professor Fellner’s first two chapters (apart from an intro- 
ductory survey chapter) are devoted to a careful exposition—the 
second of these chapters contains a valuable account of the 
methods deployed by Stackelberg in Marktform und Gleich- 
gewicht—and a searching criticism of the traditional approach. 
The main theme running through this criticism is the extreme 
narrowness of the expectational patterns that orthodox theory 
postulates for the oligopolists. If the entrepreneurs are sophisti- 
cated enough to hold the expectations that they are assumed to 
hold, in some price-leadership models, for example, then they 
would probably also be sophisticated enough to realise that their 
best line of action might be to maximise the collective or joint 
profits of the industry or group. 

This line of reasoning leads naturally to Fellner’s own suggested 
solution of the oligopoly problem. He makes maximisation of the 
joint profits his main hypothesis concerning the motivation of 
entrepreneurs in an oligopolistic group, and explores in con- 
siderable detail the reasons which make this joint maximisation 
neither explicit nor complete. (It may be remarked here that the 
group whose profits are to be maximised is nowhere defined 
satisfactorily.) In a sense Professor Fellner’s approach is a 
reversal of the classical method. Most oligopoly theorists have 
had at the back of their minds the question : “‘ Given that normal 
oligopolistic behaviour is competitive, under what conditions does 
competition break down and co-ordination take its place? ”’ 
Fellner’s question is: ‘‘ Given that sensible oligopolists realise 
that their best plan is to maximise the profits of the group, what 
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forces prevent the complete realisation of this aim, and tend to 
produce competitive behaviour, rather than ‘spontaneous co- 
ordination,’ among the firms ? ”’ 

To analyse the way in which firms arrive at tacit agreements, 
Professor Fellner develops the concept of “implicit bargaining.” 
This may be defined as testing, by means of variations in one’s own 
action parameters, what patterns of behaviour are acceptable to 
one’s rivals, and, on the basis of their responses, to establish a 
pattern that is optimal for everyone concerned. Obviously such 
moves may be misinterpreted by one’s rivals, and consequently 
implicit bargaining is usually less efficient as a means of establish- 
ing optimal policies than is explicit bargaining, which, however, 
is unfortunately often ruled out by the prevailing institutional 
framework. 

Once the agreed group policy, which Professor Fellner assumes 
to be the maximisation of the joint profits, has been settled upon, 
there remains the problem of dividing these profits among the 
participants. There will obviously be zero profit limits for each 
firm, set by the relevant cost and demand functions, but there 
will in general be a range within which the profit share of each 
firm will be indeterminate in terms of those functions. Professor 
Fellner postulates that the profits are shared among the firms in 
accordance with “relative strength,’ where relative strength is 
defined in terms of four factors (the last of which seems to be 
equivalent to the first three plus imperfect knowledge). This 
seems the weakest part of his theoretical structure, for, on the 
empirical side, the four factors would be difficult to identify, being 
more susceptible to treatment by political psychologists than by 
economists. On the theoretical side the problem is really one in 
the theory of coalitions, which is best tackled by the theory of 
games. Ifitis approached from this angle the problem permits of 
more rigorous treatment than he has been able to give here. 

Professor Fellner’s attention is then turned to qualifications of 
the profit maximisation assumption per se, and here he has many 
interesting things to say, several of them new. Especially 
important is his distinction between short- and long-run profits. 
If the hypothesis made is that short-run profits only are maxi- 
mised, then many important types of behaviour are excluded; 
if it is long-run profits that are maximised, then practically any 
behaviour can be said to be consonant with thisaim. Itis difficult 
to see how the theory of the firm can escape from this dilemma. 

There are two minor analytical points which seem debatable. 
The first occurs in a long footnote on pp. 202-3. It is difficult to 
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understand why a monopolist should be at a cost disadvantage 
compared with an oligopolistic pool. Surely there is no important 
reason why, if there are interplant diseconomies, the monopolist 
cannot scatter his plants, and have the same cost policy as the 
oligopolistic pool? Managers should be as easily available to a 
monopolist as to an oligopolist. The second point occurs on 
p. 247, where Professor Fellner asserts that incompleteness of 
co-ordination concerning technical changes is not a qualification of 
joint profit maximisation under bilateral monopoly. This does 
not appear to be true in general. Suppose that the bilateral 
monopoly refers to a firm dealing with a factor supplier. Then 
technical changes might well result in it being more profitable, 
on the current division of the joint profits, for the firm to switch 
to another factor, and thus terminate the agreement. 

There appears to be a misprint on p. 187, line 9, where tue 
passage makes considerably more sense if “likely ” is substituted 
for “‘ unlikely.” In general, the writing is loose and repetitious, 
which makes some parts of the book rather tedious reading, 
while there seems to be an over-plentiful use of italics. In spite 
of these drawbacks, however, this book, which has already 
passed into the main stream of economic thinking and teaching, is 
stimulating in its fresh approach to a difficult problem which will, 
like the poor, probably be always with us. 

PETER K. NEWMAN 
Nuffield College, 
Oxford. 


The Exchange Stability Problem. By Dr. G. Stuvet. (Black- 
well: Oxford, 1951. Pp. vili + 242. 21s.) 

THE central contribution of this book lies in the establishment 
of a general formula for the determination of variations in the 
balance of trade (Chapters III and IV). The two opening chap- 
ters, while not without merit, are on a different plane from the 
rest of the book, being more in the nature of an introduction to 
economic analysis. Dr. Stuvel’s contribution is to be welcomed. 
Progress towards definitive conclusions on exchange stability will 
never be made so long as disconnected half-truths, based on vary- 
ing implicit assumptions, continue to pile up in the literature. 
Dr. Stuvel endeavours to show how the partial results reached by 
Mrs. Robinson, Professor A. J. Brown and Professor Tinbergen fit 
in to his general analysis. It is, however, a very great pity that he 
does not appear to have had access to Professor Meade’s work on 
the subject. The English public has, in fact, already received 
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from Professor Meade many of the answers now reaching it from 
Dr. Stuvel. In discussing Dr. Stuvel’s contribution I shall draw 
freely upon Professor Meade’s work. 

Dr. Stuvel finds Mrs. Robinson’s formula for changes in the bal- 
ance of payments (Essays in the Theory of Employment, p. 139) 
inadequate, both because she ignores the varying import content 
of exports and because she includes only the price elasticity of 
demand, omitting the “ price-elasticity of substitution.” The 
omission of elasticity of substitution, he believes, led her errone- 
ously to conclude that an initial increase in the balance of pay- 
ments cannot itself induce a (net) decrease in the balance. Dr. 
Stuvel interprets the model as assuming “ the competing home 
price level not to have any effect on the volume of import demand.” 
To remedy this deficiency Dr. Stuvel resorts to rather an odd 
device. He confines consumer demand to home-produced goods, 
and makes it depend upon money income and the price of home- 
produced goods, that is upon propensity to spend and price elas- 
ticity. Imports are regarded as “‘ intermediate goods ’”’ demanded 
only by producers, whose demand is made to depend upon the 
level of production and elasticity of substitution. The first elasti- 
city, ‘‘ price elasticity,” refers to the home price level as a whole, 
and is intended to allow for ‘ money illusion.””’ Thus Dr. Stuvel’s 


demand equation for home-produced goods runs in terms of “ price 
elasticity of demand ” and his demand equation for imports runs 
in terms of something called “ price elasticity of substitution for 


”? 


import demand. 
fused in translation. 

Dr. Stuvel is right if he is suggesting that Mrs. Robinson’s 
model should be expanded to incorporate all relevant price- 
elasticities (or allincome elasticities and elasticities of substitution). 
But there seems to be a simpler way out than the one he has used. 
The key was hinted at by Mrs. Robinson herself. In a footnote to 
the passage in question she observes that her conclusion may not 
always hold because she has neglected “ qualitative differences 
between types of goods.” The point is, we must render explicit 
the four commodity-types implicit in Mrs. Robinson’s analysis, 
viz.: (1) a type of goods produced in country A for home use; 
(2) a type of goods produced in country A for export; (3) a type 
of goods produced in country B for home use; (4) a type of goods 
produced in country B for export. Once one does this everything 
becomes clear, and one escapes with relief from the uncomfortable 
half-way house which Dr. Stuvel offers us as an alternative to Mrs. 
Robinson’s dimly outlined structure. In this model there exist 


Doubtless the terminology has become con- 











rom 
lraw 


bal- 
139) 
tent 
y of 
The 
one- 
ay- 
Dr. 
ome 
a 
odd 
ods, 


me- 


ded 
the 
sti- 
ole, 
el’s 
"ice 
ns 
for 
on- 











1952] STUVEL: THE EXCHANGE STABILITY PROBLEM R85 


in each country three commodities and hence six elasticities : 
three ordinary price-elasticities and three cross elasticities. It is 
a great advantage of Professor Meade’s work (Mathematical 
Supplement to the Theory of International Economic Policy, 
Chapters IV and IX) that it includes a Four-Commodity Model of 
this sort. In demonstrating this model Professor Meade shows 
not merely that it differs from the two-commodity one, but that one 
can obtain either the same or the diametrically opposite conclusions to 
those obtained for the two-commodity model, according to the numerical 
values given to the various elasticities in demand and supply. 

Much of what Dr. Stuvel tells us is corroborated by Professor 
Meade’s work, although Professor Meade’s model is clearer and 
perhaps easier to work with. (It also has superior notation. Dr. 
Stuvel uses for no less than nine of his variables either a Latin 
“u” or a Greek “nu” printed to look like a ““u”.) Both the 
studies come to the same impasse: the general formula is too 
general to point to any conclusion. From this impasse the two 
writers try different routes of escape. Dr. Stuvel makes a selec- 
tion of special cases on the basis of certain attempts that have been 
made to get numerical values for the elasticities. For many 
reasons I do not feel confident that the numerical values used are 
even approximately valid. Professor Meade also makes a selec- 
tion of special cases based on chosen values of the elasticities ; 
but instead of resorting to other people’s attempts to establish the 
values empirically, he uses certain values, the basis for which is 
not quite clear to me. In trying to discover what lies behind 
Professor Meade’s selection, I am led to the following idea: In 
this problem of exchange stability (as in other analogous problems) 
one may work either from the idea that quantities adapt to prices 
or from the idea that prices adapt to quantities. If one chooses 
the former approach this implies that one believes that quantities 
are responsive to prices, which means that substitutability, 
whether in consumption or production, is fairly high (substitution 
rates approximately constant). If one chooses the latter approach 
this implies that one believes that prices adapt to quantities, that 
is that substitutability is fairly low (substitution rates vary 
violently). In the extreme either approach breaks down, the first 
yielding infinite (or indeterminate) quantities, the second infinite 
(or indeterminate) prices. No real situation will present either 
extreme case. Our analysis must encompass an admixture of 
variation in prices and in quantities—a degree of substitutability 
somewhere between nil and infinity. One’s agreement or dis- 
agreement with Professor Meade’s assessment of which are “‘ more 
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likely ’ special cases of the general case seems to me to hinge 
largely upon whether one thinks that quantities will in large 
degree be adapted to price changes, or vice versa. Although I do 
not feel confident that Dr. Stuvel’s figures represent “ real ” 
elasticities, his treatment is not, so far as I can see, biased in favour 
of high responsiveness of quantities to price. 

I would be quite at a loss to develop any sort of a hunch on 
such a complex characteristic of world consumption and pro- 
duction conditions as “the general degree of substitutability.” 
Without this, one is left to conclude that “‘ anything may happen.” 
But does not the logic of the situation force upon one a different 
sort of conclusion? When, by implication, we assume a com- 
paratively great variability of quantities and comparatively small 
variability of prices we are (in a given real situation) either right 
or wrong. If we are wrong, we are giving a wrong answer to an 
important question. If we are right, are we not giving the right 
answer to an unimportant question? Because if in fact sub- 
stitutability is generally great, then the gain from trade is likely 
to be correspondingly small, trade itself unimportant and changes 
in the balance of trade still less important. For this reason I 
think that in selecting for attention special cases of the general 
case, more emphasis should be placed on cases of low elasticities 
(sticky quantities, variable prices). They may or may not be the 
most frequent cases; but they would seem to be the cases in which 
the importance of the balance of trade, at least so far as we are 
concerned with real as opposed to purely monetary features, is 
greatest. 


HELEN MAKOWER 
London School of Economics. 


A Breviate of Parliamentary Papers, 1917-1939. By P. Forp 
and G. Forp. (Basil Blackwell, 1951. Pp. xlviii + 571. 
52s. 6d.) 


Proressor and Mrs. Forp, assisted by a team of research 
workers, have produced an extremely useful and comprehensive 
guide to the reports of Royal Commissions, Select Committees and 
other official investigations of the inter-war years. For each of 
the 1,200 reports covered, the authors provide a statement of the 
membership, terms of reference, argument, conclusions and 
recommendations made. The planning of the project, the prin- 
ciples of selection and the arrangement of the book are Professor 
Ford’s responsibility, the organisation and task of selection Mrs. 
Ford’s, and the preparation of the drafts the work of the whole 
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team. Although the quality of the digests is naturally some- 
what uneven, the book as a whole is a monument of collective 
research. 

Classification is by broad subject groups rather than by 
chronological or alphabetical order. The purpose of the arrange- 
ment is to allow the documents to tell a story, or rather a series of 
stories of a changing constitution, an evolution of economic 
policies, a society in movement and a developing legal framework. 
The really interesting story of the inter-dependent features of 
English history in the inter-war years does not emerge from this 
segmented subject classification. The May Report, for instance, 
is separated by thirty pages from the Ray Report, which is dis- 
cussed in a different section. The system adopted by the authors 
naturally could not please all tastes, and its chief value is to the 
student of particular industries or social questions, most of which 
are dealt with under separate headings. 

The book is of greatest value as a preliminary work of reference 
rather than as a guide to the history of the period. Parliamentary 
papers are indexed in a peculiar way, while many other important 
official reports are not classified as “‘ parliamentary ”’ at all, and 
consequently are not bound up with the rest and do not appear in 
the Sessional Index. This collection of digests will save the re- 
search worker a tedious quest through the Stationery Office Con- 
solidated Lists, which are based on the calendar year. It will 
direct his attention to important non-parliamentary papers, 
such as the two reports of a Departmental Committee on Infant 
Mortality in 1930 and 1932. What it will not do is to act as a 
substitute for a study of the primary documents themselves, 
documents, which, as the authors insist, are “as essential to 
modern studies as classical texts are to classical studies.” 

There are two weaknesses implicit in a reference book of this 
kind. In the first place the length of the abstracts bears no 
general relation to the importance of the reports. The Report of 
the Royal Commission on the Court of Session and the Office of 
Sheriff Principal gets almost as much space as the Final Report of 
the Balfour Committee on Industry and Trade. In the second 
place the abstracts usually throw little light on the nature of the 
Minutes of Evidence and the Memoranda attached to the reports. 
The authors state whether the Minutes were published or not and 
the number of pages they took up, but often they do not inform 
the reader when data given in evidence is more important than 
the final conclusions of the Committee. On a few occasions the 
attention of the reader is directed to the evidence, as in the case 
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of the Macmillan Report, but often key questions and key in. 
formation given in answers are ignored. 

The study of the “ contribution of our Parliamentary insti- 
tutions to the solution of the problems of a free society ”’ is still 
in its infancy. After reading the Breviate straight through, the 
student can still fail to “‘ get a comprehensive and impressive view 
of the dynamics of modern society.” ‘To understand the pre- 
occupations of official society is not to understand its dynamics, 
The historian of the inter-war period, like any other historian, 
wishes to know something of the internal balance of the commit- 
tees and commissions which investigated current problems. Why 
were there favourite chairmen of committees, who presided on 
several occasions? Was there a “ring” of expert witnesses, as 
there certainly was in the period between Waterloo and the Re- 
peal of the Corn Laws? How did politics affect membership and 
shape evidence? It is not the purpose of the Breviate to answer 
such questions, but it would be helpful if it provided the initials 
of the members of the committees, presented a list of the witnesses, 
who gave evidence and, if possible, stated the party affiliations of 
the members of the parliamentary committees. A cloak of 
anonymity falls over the economic history of this period, as seen 
through the Abstracts. Continuities are slurred over, and in the 
Index of Chairmen, for instance, no account is taken of a change 
of surname or an elevation to the peerage under a different name. 
It is churlish to blame the authors for these omissions, and it is 
only because the Breviate is already so useful that the reader sighs 
for the little bit more. 

Professor and Mrs. Ford have embarked on a long-term project 
for which they deserve the gratitude of all social and economic 
historians. As they quote from another writer, ““ Blue books are 
very often the first authentic accounts published of the actual 
progress of society, or the formation of those new phases with 
which it is the duty of legislation especially to deal.’’ It will be 
fascinating to compare this first volume with their next volume, 
dealing with an earlier period of English history. 


ce 


Worcester College, Asa Briees 


Oxford. 


History of the Second World War: Food. Volume 1. The 
Growth of Policy. By R. J. HammMonp. (H.M. Stationery 
Office, 1951. Pp. xii + 436. 25s.) 

Tuis is a further volume of the civil histories of the Second 

World War, and the first of two volumes dealing with British food 
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policy and administration. Mr. Hammond, in his Preface, says 
that the present volume has as its main theme “ the evolution of 
food policy in the face of circumstances; it is concerned with 
ends.’ The means by which these ends could be carried into 
effect are mainly to be described in the second volume. In fact, 
a great deal of this volume is also, inevitably and properly, con- 
cerned with means—the organisation of the Ministry of Food 
itself, the structure of rationing, the control of the food trades, 
the organisation of transport andsoon. As Mr. Hammond makes 
clear in numerous instances in this volume, ends and means 
cannot be fully separated; what should be done depends to quite 
an extent on what mechanism is required to do it, what resources 
must be absorbed into the mechanism and (he might have added) 
what the political repercussions of control are likely to be in the 
existing state of the war, of public opinion and of Ministerial 
determination. 

This volume is complementary with two other volumes not yet 
published, that on home food production as regards home- 
produced foods, that on shipping as regards imported. 

The book is divided into four periods : the first that of prepara- 
tion, up to the outbreak of war; the second that of starting up the 
controls, roughly for the first year of war; the third when they 
were being built up and a series of crises dealt with, particularly 
because of the reduction in imports, covering, again roughly, the 
second year of war; and finally, the remainder of the war, when 
the main structure of control was complete, but imports at one 
time fell to their lowest level, and new problems arose, of co- 
ordination with the United States, of economising in labour, 
transport and space and, finally, of preparing for the problems 
when Germany should be defeated. Apart from a few brief 
remarks, the narrative stops at the end of the war. 

Mr. Hammond has succeeded in constructing from the mass of 
material he had to handle a fascinating and clear account of the 
main problems to be solved and of the technique used to handle 
them. (Clear, that is to say, usually; I should except the chapter 
on points rationing in Part IV.) 

It is inevitable that his book should be compared with Lord 
Beveridge’s classic on food control in the First World War. In 
such a comparison Mr. Hammond, I think, suffers in three main 
ways. First,onarrangement. Lord Beveridge begins with a brief 
account of the general picture throughout the war, and then 
proceeds broadly by topics. I find this a clearer method than 
Mr. Hammond’s periods, and feel the lack of a general picture. 
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(One small point, relevant to this, is that we are never told that 
Mr. Llewellyn succeeded Lord Woolton as Minister of Food, 
His first appearance, mentioned by name and not by function, is 
when he accompanied Mr. Lyttleton to Washington; to those 
who do not know that he had then become Minister of Food this 
may be mystifying.) 

Secondly, on statistics. Mr. Hammond relegates all his tables 
to the end of the book and even there confines some of his crucial 
tables to pre-war (not always precisely defined) and 1944. [| 
believe the reader would have been helped by summary tables in 
the text, as Lord Beveridge gave, and by more tables in all. 

Thirdly, on evaluation of special points or of general policy. 
Mr. Hammond criticizes a number of the steps taken or proposed 
by the Ministry of Food, for instance on the administration of 
points rationing, on the plans to mix barley, oats or potato flour 
with the loaf, on the level of stocks, and on the proposals to 
slaughter livestock. On some of these he seems to me to sub- 
stantiate his criticisms, on others not fully. Where he does 
not fully succeed it may be because of the inevitable shortage of 
space. But the reader cannot tell whether the author has been 
able to obtain the full picture, as the reasons for some decisions 
are not always written down and, even if Mr. Hammond had been 
able to talk to all those responsible, their memories after a lapse 
of years may be faulty. On matters of opinion Lord Beveridge, 
who was Permanent Secretary of the first Ministry of Food, must 
naturally carry the greater weight. 

This difficulty of evaluation arises particularly acutely when, in 
his concluding chapter, he attempts to survey the effectiveness of 
the economic planning undertaken by the General Department of 
the Ministry of Food. He concludes that “ the economists, using 
the word in its broadest sense, must . . . be judged to be only 
patchily effective.” Here, no doubt, he is right. But is he right 
in, apparently, attributing the trouble in general to a want of 
mastery over first principles? May not the difficulty have been, 
at least partly, one of organisation, of the imperfect integration of 
economists into the machine of administration and of the physical 
distance between the central policy makers in London and the 
administration largely in Colwyn Bay? The proper use of 
economists in administration is a wider question than can be dis- 
cussed here and than Mr. Hammond could have dealt with in a 
volume of the size of his; but I am doubtful if he has got to the 
root of the matter, even as it affected the Ministry of Food. 
There remains one major question which Mr. Hammond does 
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not fully pose, which may fall outside the scope of his history, 
but which should be answered before the civil history of the war is 
completed. Could we have managed with smaller food imports ? 
And, if we had, could the attack on Europe have been mounted 
earlier? Mr. Hammond shows that the Ministry of Food exag- 
gerated the necessary level of working stocks of food. By greater 
realism or frankness here, and perhaps by other measures, could it 
have released more resources than it did, earlier? And how much 
would it have helped if it had ? 

After these doubts I must conclude by repeating what I said 
earlier. This is a very interesting book, giving on the whole a 
clear picture of a great piece of administration. It does succeed 
in indicating what food policy aimed at and, on the whole, 
what it succeeded in doing. Mr. Hammond is to be congratulated. 

RutH COHEN 
Newnham College, 
Cambridge. 


Social Economy and the Price System: An Essay in Welfare 
Economics. By Raymonp T. Bye. (New York: The 
Macmillan Company, 1950. Pp. 356. 26s.) 


Proressor Bys calls his book ‘‘ An Essay in Welfare Econo- 
mics,” but the reader who expects to find an elaborate discussion 
of the meaning of economic welfare will be disappointed—or it 
may be, relieved. In a single paragraph he dismisses the whole 
modern controversy associated with the names of Hicks, Bergson, 
de Scitovsky and others as being “‘ welfare economics with much 
of the welfare left out’. For him the really important goal of 
our social economy is social survival, which in turn depends upon 
group strength. In furtherance of this objective he lays down at 
the outset seventeen basic principles grouped under five main 
heads, in the form of criteria pertaining to: (1) the selection of 
wants, (2) the division of incomes, (3) present and future needs, 
(4) quantity of production, (5) efficiency of production. The 
remainder of the book is devoted to a study of the economic 
policies which in his view would be most in accordance with the 
principles he has postulated. Of the principles themselves 
Professor Bye says : 


‘“‘T will not claim that these principles are scientific, in 
the strictest sense of that term; for they rest very largely 
on my personal judgment. I do believe, however, that they 
will appeal to the majority of thoughtful readers as wise 
objectives for economic policy, and as not only consistent 
No. 248.—VoL, LXII, 3N 
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with, but essential to the broad goal of group strength and 
survival. If they be accepted as such, then much (and J 
hope most) of the subsequent analysis will follow as a matter 
of convincing logic.” 

Although not all thoughtful readers would adhere to the 
whole of Professor Bye’s principles, at least without qualification, 
they are for the most part reasonable and acceptable. There is 
likely to be much less agreement, however, as to the “‘ convincing 
logic ’’ of the subsequent analysis. The book is full of prescrip- 
tions for economic policy, dogmatically stated and without much 
regard either for the limitations of human knowledge or for the 
practicability of the policies suggested. 

Nevertheless the book has many of the virtues of its defects. 
It is refreshingly, if rather naively, optimistic; it contains much 
that by any standard is sound and sensible, and when it is most 
provocative of dissent, it is by the same token most stimulating. 
If it could be made available in a cheap edition it would provide 
a useful basis for a course for the final year of an Extra-Mural 
Tutorial Class in economics, under an experienced tutor; for in 
such classes it is always questions of policy that arouse the greatest 
interest. Since throughout Professor Bye’s book economic 
policy is related to economic theory at a fairly elementary level, 
its value for this purpose is considerably enhanced. 


C. W. GUILLEBAUD. 
St. John’s College, 


Cambridge. 


Inflation. By P. Exyzic. (London: Chatto and Windus, 
1952. Pp. 223. 12s. 6d.) 

Dr. Erxzie has the knack of writing timely books. This is 
one. It explains what inflation is, why it has come about since 
the end of the war and what have been its main consequences. 
These topics occupy the first half of the space. The second half 
ranges over methods of dealing with inflation, and concludes by a 
glimpse at its aftermath. Although small, the book covers much 
ground, is written clearly, methodically and vivaciously, and con- 
stitutes a useful exposition for those not deeply versed in the subject. 

In writing for the wider public it is not easy to avoid generalisa- 
tions which the professional economist finds difficulty in accepting 
and statements which call for qualification. Dr. Einzig has been 
at great pains to overcome these difficulties, but at times he does 
not manage to do so. Thus the generalisation that “The more 
advanced a community is, the larger is the percentage of its un- 
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productive population ” (p. 82) may give an erroneous impression 
to those innocent of economics. When he says “ In fact, it is 
easier to add taxation than cost of production proper to prices ”’ 
(p. 73) the arguments he gives will not readily convince the aca- 
demic economist. Trade-cycle theorists will wish it were the case 
that ‘‘ Cyclic crises are only inevitable under the gold standard 
or under currencies rigidly stabilized in relation to gold ”’ (p. 205). 
After arguing that over-full employment causes a lack of labour 
mobility, partly due to housing difficulties, he says that ‘‘ Instead 
of solving these housing difficulties, the Government is inclined 
to foster artificially industries of dubious utility in the special areas 
suffering from local unemployment ” (p. 105). This, I think, is 
too strong. 

It is Dr. Einzig’s discussion of remedies that will probably 
engage the interest of academic economists. His chapters on 
“Back to Bank Rate Changes?,” “Credit Restrictions” and 
“ Budgetary Disinflation ’’ contain material which reflects his wide 
knowledge of, and long experience in, these fields. The compari- 
sons and contrasts of the effects of the three policies are no less 
illuminating than they are penetrating and shrewd. His critic- 
isms of the post-war attempts at budgetary disinflation deserve 
close reading; and his analysis of monetary measures has the 
realism which academic treatments sometimes lack. When, re- 
ferring to the attempts of some continental countries to deal with 
their post-war inflations by dear money, he concludes that the 
experiment was not decisive because simultaneously they failed 
to eschew budgetary deficits, he points a significant moral. If I 
understand him rightly, he prefers to place heavy reliance on 
saving; and he makes varied proposals to stimulate saving. 
Some are not novel, but others are: and these latter invite con- 
sideration. But when, in naming ways of reduced spending by 
private persons he says “. . . if men carried the minimum of cash 
in their breast pockets and the rest in their hip pockets it acts as a 
slight deterrent’ (p. 194) I am, as a private person, a little 


sceptical ! 
JOSEPH SYKES 


University College, 
Exeter. 


Central Banking in Undeveloped Money Markets. By 8S. N. SEn. 
(Calcutta: Bookland, 1952. Pp. viii + 246. 18s.) 

NEARLY twenty years ago Mr. A. F. W. Plumptre published 

his pioneering study of the then infant central banks of the 
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British Dominions. Since then, these banks have matured, and 
others have been established in countries lacking developed 
financial machinery ; but Dr. Sen is the first economist to under- 
take a detailed survey of their collective experience in applying 
the techniques with which tradition had equipped them, and in 
inventing and testing new techniques more appropriate to their 
monetary environments. His study, which is based largely on 
the experience of the British Dominions and some Latin American 
countries, is therefore an important contribution to the literature 
of central banking. 

After discussing the characteristics of a developed money 
market, and the way in which it facilitates traditional central 
banking operations, the author proceeds to investigate the effec- 
tiveness of traditional instruments in the absence of such a market. 
Bank rate, he finds, has generally been ineffective in influencing 
commercial bank lending rates, because it requires regular redis- 
counting by the commercial banks, and this has not become the 
practice. The infrequency of rediscounting he attributes less to 
the defects of the money market, which are mainly technical and 
can be overcome, than to the fact that before the advent of central 
banks the commercial banks became accustomed to safeguarding 
their own liquidity, a custom preserved by the cheap money and 
reduced demand for advances of the thirties. Since the ineffective- 
ness of bank rate is not inherent in the undeveloped money market, 
the author feels that the prospects for greater effectiveness are 
good, a view for which he produces some evidence; but he is 
careful to point out that bank rate is unlikely to have its traditional 
power in dependent economies which are not international banking 
centres. 

While undeveloped money markets may not necessarily restrict 
the effectiveness of bank rate, the narrowness of the market and 
the variability of commercial bank cash ratios do fundamentally 
limit the scope of open-market operations. Nevertheless, as Dr. 
Sen shows, many of the aims of open-market policy can be secured 
in a narrow market, sometimes indeed with less trouble to the 
central bank. On the whole, however, he concludes that the 
successes have been achieved in creating rather than destroying 
cash, and that inflationary developments may easily get beyond 
central bank control of this kind. Open market operations, 
moreover, conflict with the important objective of fostering a 
broader securities market. 

Turning to the less orthodox techniques which have been 
developed, the author begins by examining the case for and 
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against variable legal reserve ratios, and produces a very strong 
argument for this method as an ideal one for the central banks 
under discussion. Unfortunately, the argument gets off to a bad 
start (pp. 92-8): in his anxiety to refute the objections of Messrs. 
Plumptre and Jacobsson, that in these countries commercial bank 
lending is not governed closely by local cash reserves, he fails to 
see that these objections are really arguments against traditional 
methods and in favour of variable ratios—for the strength of 
variable legal ratios lies in forcing the banks to pay attention to 
their local reserves. Consequently, he is led to argue on the 
wrong side, and in the process thoroughly confuses what the banks 
would do if, not being subject to a legal reserve requirement, their 
local reserves changed, with what they would do if, their local 
reserves remaining unchanged, their legally required reserve ratios 
were changed. However, the argument comes straight in the end, 
and the author goes on to present a convincing case for the view 
that variable reserve ratios are superior in many respects to open- 
market operations. 

The remainder of the book discusses a variety of other un- 
orthodoxies. Dr. Sen admires the flexibility of the Australian 
Special Accounts system, but concludes that its discriminatory 
features make it inferior to variable reserve ratios in the long 
run. He favours commercial banking by central banks, provided 
it is strictly a means of maintaining market contacts. He prefers 
“directive ’’ systems of qualitative control of advances to statutory 
powers of fixing portfolio ceilings or capital-to-assets ratios; and 
while he is sceptical of the effectiveness of qualitative control in 
Australia and New Zealand and has no faith whatsoever in 
‘ positive ’’ control over advances, he feels that qualitative con- 
trol may be useful in avoiding maldistribution of credit. With 
reference to economic development, he favours long-term lending 
by central banks, but wants it done through specialist institutions 
subject to central-bank policy directives. In general, he is op- 
posed to control methods which discriminate between banks, and 
he prefers unorthodox central-bank activities to be stopgaps 
rather than substitutes for the growth of more adequate financial 
organisation. 

In conclusion, Dr. Sen suggests that the main reliance of 
central banks in undeveloped money markets may have to be 
placed on variable reserve ratios, supported by qualitative credit 
controls. He emphasises the experience the banks have acquired 
from the war and under their able Governors, and concludes that 
the problem of the future is to develop trained staff rather than 
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new control gadgets—a tactful reminder that central banking is 
not entirely an art. 

This review has scarcely done justice to the wealth of detail 
contained in the book, and to its clarity of exposition and concision 
ofargument. While Dr. Sen’s attachment to variable reserveratios 
and opposition to discriminatory controls may seem somewhat 
inconsistent with his emphasis on suiting the technique to the 
circumstances, while one may feel that in some cases the central 
bank should deal directly with the public on a larger scale than he 
would approve, and while one regrets certain omissions (for 
instance, the Canadian bond-limitation plan of 1948) and disagrees 
with the author’s judgment on many detailed points, these are 
minor matters. Judged by both its content and its quality, his 
study is an excellent piece of work which should become a standard 
reference on its subject. 





Harry G. JOHNSON 
King’s College, 
Cambridge. 


Conditions of Full Employment. By Karu Gruser. (London: 
Hodge. 1952. Pp. vi-+ 141. 12s. 6d.) 


In this volume the author—the Austrian Federal Minister for 
Foreign Affairs, who also teaches at the University of Vienna— 
writes briefly about the difficulties of sustaining full employment 
and how they may be dealt with. The material is divided into 
three parts. In the first part Dr. Gruber examines the relation- 
ships between the supply of money, income, saving, output and 
employment. His main thesis is that the economy may fail to 
operate at a full-employment level if there is a disturbance in the 
supply of money involving a change of saving. In the case of an 
increase in saving, the banking system may not adequately trans- 
late this into funds available for investment. In addition, 
however, the structure and capacity of industry may not prove 
sufficiently adaptable to undertake the required modifications— 
the author terms this the “limited elasticity of capital equip- 
ment’. In the second part he applies this theory to the down- 
ward course of the trade cycle, from the initial checking of the 
upward movement to crisis and depression. But he also dis- 
tinguishes ‘“‘ special cycles,” which are, he considers, minor trade 
cycles caused principally by alterations of demand. The later 
section of this second part gives some attention to disturbances of 
international trade. The third part is given over to suggestions 
of policy. 
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Partly because of its brevity (the book runs to little more than 
30,000 words), partly because the assumptions upon which the 
analysis is founded are not always clearly displayed and partly 
because the writing moves from one economic situation to an- 
other without clearly delineating the new situation, it is difficult to 
follow Dr. Gruber’s process of thought. And it is hard to accept 
the theory that he advances as a sufficient explanation of the 
different and manifold ways in which an economy may fail to 
sustain full employment. This verdict is supported by the 
author’s suggestions for policy; for these propose remedial 
measures which go beyond treatment of the causes to which his 
theoretical analysis is directed. 

It is, perhaps, the third part of the volume that will par- 
ticularly engage the interest of economists. For example, his 
discussion (p. 113) of the need for cost reductions and for the 
writing down of capital to meet a cyclical crisis merits attention. 
But the question arises as to how this proposal can be related to 
his other proposal to restore investment by monetary expansion. 
Again, while he believes that monetary policy is an important 
general means of overcoming a depression, it is not unlikely that 
readers would wish to be provided with a fuller discussion than he 
gives of other possible means. 

One puts down the book feeling that if its material could be 
incorporated into a larger work containing a full-bodied theoretical 
foundation, fortified by an extended analysis of the principal 
causes of lapses from full employment, and augmented by a more 
profound consideration of the means for dealing with such lapses, 
Dr. Gruber could make a substantial contribution to thought. 
Meanwhile, it remains to add that, in the present volume, he has 
been fortunate in his translator—Jean Meyer. 

JOSEPH SYKES 

University College, 

Exeter. 


Studies in Income and Wealth, Volume 14. Published for the Con- 
ference on Income and Wealth by the National Bureau of 
Economic Research. (New York: 1951. Pp. x + 276. 
$5.50.) 

OveER the past ten or fifteen years there has been a remarkable 
volume of research activity in the field of national income, and the 
improvement in social accounting techniques has consequently 
been considerable. The neighbouring field of national wealth 
studies, which lay outside the main path of a world organised for 
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war, and which has therefore seemed of little direct interest to 
the public policy maker, has only recently begun to inspire much 
systematic investigation. That this interest should now be 
aroused is indicative not only of a broadening of interests among 
social accountants but also of a more constructive and long-term 
approach to public policy among both the policy makers and the 
theorists. 

This volume is the result of the second meeting of the United 
States Conference in Income and Wealth to be devoted entirely 
to wealth. The first meeting was avowedly exploratory, and was 
concerned largely with attempts to construct balance sheets for 
specific sectors. The papers in the present volume have taken 
the subject a stage farther by accepting the national balance sheet 
as a whole as their focus of interest. 

The opening paper by Raymond Goldsmith is a full-scale 
attempt to estimate the national wealth of the United States over 
the period 1896-1946. The object is to provide a continuous 
picture over time of the changing structure and volume of 
national wealth in a form in which it can be articulated with a 
national income account. The method is to construct a “ per- 
petual inventory ” of reproducible tangible wealth by cumulating 
depreciation expenditures and by adjusting them for changes in 
costs or prices to obtain for any desired date replacement cost at 
current, or base year (1929), prices. In any attempt to measure 
national wealth within the conceptual framework of the social 
accounts one of the most interesting and the most intractable 
problems is the treatment of depreciation. This is particularly 
true for the perpetual inventory method, which is entirely de- 
pendent for its significance on the meaningfulness of the depre- 
ciation concepts which are adopted. Unfortunately this problem 
is recognised but not solved. Straight-line depreciation is applied 
at uniform rates over the period, and, when the inadequacies of 
the statistical material are also taken into account, it is difficult 
to feel that the results are in any way conclusive. As a study in 
procedure, however, the opening paper covers much interesting 
ground and underlines the need for more intensive work in this 
field. 

Of the other six papers in this volume three are more theoretical 
than the first, and three deal with more specific empirical problems. 
Practical problems of collecting and manipulating empirical data 
are discussed by Horst Mendershausen, who collaborates with 
Goldsmith in a paper on estimating the distribution of wealth 
liable to federal estate tax; by Allen Manvel, who describes an 
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attempt to use assessed valuations for wealth-measurement pur- 
pose; and by Dwight Yntema, who provides a critical analysis of 
the procedures adopted in an unfinished Department of Com- 
merce survey of the property composition of a sample of estates 
filed for probate or administration in two selected years. The 
sources discussed in these three papers are of interest primarily 
to those concerned with empirical study of United States data, but 
most of the problems will be of interest to all investigators whose 
data are derived from administrative and particularly from tax 
sources. 

The three general papers are more exploratory and hence more 
stimulating. Attempts to use national balance sheet data for 
economic analysis are highly vulnerable to criticism, both because 
the statistical data are inadequate and because the conceptual 
framework is ill defined. The two sets of deficiencies are inter- 
dependent, however, and those investigators who have the courage 
to grapple with both at once can hope to make or to stimulate the 
most rewarding advances. Good statistical design depends on a 
clear system of concepts, and useful concepts have to be closely 
related to statistical possibilities. None of these three studies in 
economic behaviour is conclusive as a piece of economic analysis, 
and the policy maker is unlikely to be convinced by the results. 
From the methodological standpoint, however, both the theoretical 
and the empirical research worker will find much that is interest- 
ing, educative and provocative in these bold analyses. 

Daniel Brill’s study of the private debt structure on the basis 
of money flow studies and Consumer Finance Surveys conducted 
by the Federal Reserve System is designed to assess the extent to 
which the present structure might aggravate a decline in debtor’s 
incomes. Without offering a decisive answer he suggests a num- 
ber of interesting hypotheses for business cycle analysis and pro- 
vides a useful sketch of the network of claims and assets in the 
United States economy. 

Laurence Klein and K. E. Boulding discuss problems involved 
in model building on the basis of balance sheet data. Dr. Klein 
uses Consumer Finances Survey data to show how balance sheet 
items are associated with the economic behaviour of household 
and business prices. Professor Boulding examines the fundamen- 
tal asset identities with considerable clarity. Both papers are 
essentially exploratory, but both apply their findings to classic 
economic hypotheses. 

The findings reported in this second wealth volume are thus 
no more definitive than those which appeared in the earlier volume, 
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but the difference between the two wealth volumes is marked. 
There has been an improvement in the strategy of research in this 
field, and the problems are framed and tackled in a more convine- 
ing and significant way. As a consequence, they have grown less 
formidable and more interesting. Concepts are still imprecise, 
data are still grossly inadequate and the national balance sheet is 
still a distant prospect. The subject has acquired shape and 
direction, however. In some of the more theoretical discussions 
it seems to be growing wings. 
PHYLLIS DEANE 
Department of Applied Economics, 
Cambridge. 


The Problem of Summation in Economic Science. By GOran 
Nysuiin. (Lund, Sweden: Gleerup, 1951. Pp. 289.) 

Tuts book, a doctoral dissertation, is the result of research at 
Lund and at various American universities. It suffers from the 
excessive striving after generality which seems often to appear in 
theses; and it is written in a stilted English which is sometimes 
obscure and usually difficult to read. At first sight it seems 
destined for the dustier corners of the larger libraries, to be picked 
up occasionally by an inquiring expert. 

But Dr. Nyblén’s work deserves a much better fate, for he has 
produced an important book—another witness to the lively state 
of economics in Sweden. He has drawn his inspiration mainly 
from three sources : the great work of von Neumann and Morgen- 
stern, the “Theory of Games’’: Leontief and the Cowles Com- 
mission, for “‘ input-output” and “ activity”’ analysis: and 
Arrow’s disturbing excursion into the logical basis of economic 
thought, Social Choice and Individual Values. But those (I fear 
they will be many) who are uneasily aware that they have not 
mastered all these new and complex mathematical subjects 
should not be deterred; Dr. Nyblén allows them full explanations 
of the main ideas (though some supplementary knowledge of the 
ideas of the Theory of Games is almost essential), and he has used 
little mathematics. 

The argument of the book begins from two theorems, called 
“summation theorems’’; that is to say, theorems concerned 
with the relation of individual “ units of decision ”’ to society. 
The first summation theorem comes from the Theory of Games. In 
the economic games which men play to win their living from 
Nature and from each other, the reward to be won by a group is 
not in general equal to the sum of the rewards which could be won 
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by the individuals of the group acting in isolation. There is 
value in partnership. The second summation theorem, from 
Arrow, states that in general it is impossible to find any process or 
rule for deriving a single “‘ social preference scale,’ or ordering of 
economic alternatives, from the set of individual preference 
scales. 

The second of these theorems raises difficulties for the first; 
for what do we mean by the “ reward ”’ of a group if there is no 
process for deriving the preference scale of a group? Dr. Nyblén 
gets out of this difficulty in the usual way, by interpreting the 
Theory of Games in terms of money values—thus making it a 
pure distribution theory, concerned with the division of a money 
national income between various individuals or coalitions. In 
such a theory the diversity of interest between different economic 
units is dominant. Complementary to it is a theory in which there 
is no diversity of interest—in which, in effect, there is only one 
economic unit making decisions. This is a pure production theory, 
concerned solely with maximising the production of wealth from 
available resources. Such a theory requires that a single prefer- 
ence scale should be (so to speak) imposed by the will of a single 
dictator or planner, in order that the words “richer” and 
“ poorer ’”? may have an unequivocal meaning. 

Dr. Nyblén examines various economic methods or theories 
to see how they are related to these categories. He observes that 
Leontief and the Linear Programmers are developing pure pro- 
duction theories; this is clearly seen in the fact that “ activity 
analysis ’’ may lead to many different production schemes which 
make full use of resources, and a further choice has to be made 
between them by assuming a social value scheme—+.e., if we are to 
escape Dr. Arrow, by assuming a dictator. The “ Walrasian ” 
systems of Mosak and Marschak start by assuming numerous 
separate decision units; but they seem to embody a distribution 
system of a peculiar kind, in which harmony is automatic because 
noone can alter hisreward by combination. Asdistribution theories, 
they correspond to inessential games, a rudimentary special case 
in which the first summation theorem does not operate. For « 
general pure distribution theory, therefore, we turn to the essential 
games. If we expunge from the “ Walrasian” theories their 
distribution aspect, they degenerate into rudimentary pure 
production theories. 

In the real world production and distribution both go on. 
Yet it would appear that no satisfactory general theory, embodying 
both aspects, exists; a search for generality takes us to one 
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extreme or the other. This dualism is paralleled by that between 
centrally planned and free-enterprise societies, and Dr. Nyblén 
speculates on a possible relation between the logical difficulties of 
economists and the planning controversy. He suggests that, in 
the present state of knowledge, it would be wise to regard the 
pure production theories as covering the more interesting aspects 
of a centrally planned economy, and the pure distribution theories 
as relating to a free enterprise economy. This is not a satisfactory 
compromise, since most economies are mixed; but it serves asa 
reminder that theories have to be adapted according to the nature 
of the units of decision. 

With a laudable (though not always successful) desire to keep 
his feet on the ground, Dr. Nyblén now proceeds to apply his ideas 
to some practical problems: the course of the rate of interest 
before and after 1932: inflation: and business cycles. The 
changed behaviour of rates of interest in the cheap money era 
can be identified as due to a change from an “ objective” to a 
“ discriminatory’ solution of the share-out of the national 
income. The savers are discriminated against, as landlords have 
been for many years. This is not a very profound result, but it is 
presumably encouraging to find that the Theory of Games can 
manage to explain what is obvious. The chapter on business 
cycles, though it repays careful study, is similarly an essay in 
Gamesmanship; while it is pleasantly impressive to have new long 
words to explain old simple facts, it is not clear that the translation 
adds much to understanding. The discussion of inflation, how- 
ever, is more interesting. Once again, this is a translation in 
terms of discriminatory Solutions and Solutions with a non-zero 
Excess; but here the mode of thought of the Theory of Games 
gives more substantial help, identifying inflation to be (what it 
surely is) a sociological process, whose explanation must start 
from a discussion of the balance of power between groups in 
society. 

Enough has been said to show that Dr. Nyblén’s book is worth 
examining; though it has its barren stretches, it abounds in 
sentences which put old ideas in a new ‘.zht, and send the reader’s 
mind away chasing after daring novelties. 

CHARLES F’, CARTER 
The Queen’s University, 
Belfast. 
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Index Numbers. By Bruce D. Mupeetr. (New York: John 
Wiley (London: Chapman and Hall), 1951. Pp. x + 135. 
24s.) 


PRroFEssoR MupGE?T is certainly well qualified by experience 
for the task which he has undertaken. One has become accus- 
tomed, too, to treat the steadily expanding stream of Wiley Publi- 
cations in Statistics with great deference. Nevertheless, the 
obstinate conviction remains that Professor Mudgett’s treatment 
of index numbers is somewhat misconceived. 

The main practical applications of index numbers lie in two 
fields, those of prices and of production. In the price field indices 
of quantity changes are naturally associated with the indices of 
prices changes. Despite the title of this book, Professor Mudgett 
has chosen to deal exclusively with the price problem. Indices of 
production have, perhaps, a shorter history than price indices, 
but they are hardly young enough or sufficiently unimportant to 
be ignored completely without explanation. 

The subject of price-index numbers is essentially a prac- 
tical one. Like all respectable practice, a certain amount of 
theory is required to support it, but on the whole the theoretical 
difficulties are modest in comparison with the practical ones of com- 
pilation. Professor Mudgett, however, religiously eschews such 
problems as the selection of actual price quotations to use in an 
index or the difficulties caused by the seasonal variation in the 
price of, say, vegetables. He seems to believe firmly in the con- 
cept of a general level of prices; and he is thus led into an unre- 
lenting pursuit of an adequate measure of this elusive magnitude. 
His problem is simply the resolution of an index of a change in 
value into components of price and quantity change. The Paasche 
and Laspeyres forms of price indices are regarded by him as 
providing equally plausible answers to precisely the same question. 
If the employment of both formule give rise to widely differing 
answers, he enjoins his disciples to abandon the problem of meas- 
urement as insoluble. 

Such an attitude appears to be naive from an economist’s 
point of view and unrewarding from the standpoint of a practising 
statistician. The two indices of Paasche and Laspeyres provide 
definite answers to two distinct and separate questions. Which is 
the right question to be asking must necessarily be decided in the 
light of the particular economic problem under examination. 

The use of fixed weights is subjected to bitter criticism by 
Professor Mudgett. At this point his approach seems to verge 
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on the mystical. He asserts that the solution of the index-num- 
ber problem is “ irretrievably tied to the facts of history.” This 
means apparently that it is inadmissable to compare the relative 
costs in, say, 1947 and 1952 of the 1950 basket of goods representa- 
tive of working-class expenditure. It is not clear why in all cir- 
cumstances this should be true, bt Professor Mudgett repeats at 
frequent intervals that it is only the prices and quantities of 
1947 and of 1952 that are bound together in the same “ causal 
complex.” In order further to convince the reader (and perhaps 
himself) he also states on several occasions that the position 
adopted by him is “ logically unassailable.” 

Considerable space is devoted, when dealing with the errors 
to which index numbers are subject, to the error due to the 
necessity of calculating an index number using only a selection of 
prices. Professor Mudgett does not seem to doubt that the prices 
actually chosen are sampled at random within certain well-defined 
strata. Yet the published description of the compilation of any 
index number makes it apparent that the choice of prices is dic- 
tated either by their availability or by their ability to simulate the 
movement of a whole complex of prices of related commodities. 
Chance in the sense in which it is used in the theory of sampling 
plays an insignificant role. 

At the conclusion of his analysis Professor Mudgett urges that 
the weights of price-index numbers be changed at very frequent 
intervals and that a continuous series be obtained by a process of 
chaining. This recommendation, however satisfying from a 
purely formalistic standpoint, will hardly produce a run of figures 
that has any clear or useful operational meaning. 

American readers, to whom this book is mainly addressed, are 
presented with historical accounts of “‘ two famed index num- 
bers,” the Wholesale Price Index and the Consumers’ Price Index 
of the United States’ Bureau of Labour Statistics. While loyally 
emphasising their good qualities, Professor Mudgett calls for 
reform along the lines he has previously indicated. 

The notation used provides a minor irritant, since the symbol 
P sometimes refers to a price index in general and sometimes to 
the Paasche form of either a price or quantity index. 

It is a pity that Professor Mudgett does not pay some con- 
cession to the immediate problems of index-number construction, 
for example, the appropriate methods of deflating either the 
various money flows within an economy or, perhaps, the Gross 
National Product itself. Indeed, the National Income is men- 
tioned only once, and then with respect to Professor Pigou’s 
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discussion of the index-number problem in the Economics of 
Welfare. 

The treatment of Index Numbers in this book is unfortunately 
narrow and limited. To get answers to practical questions the 
reader is forced to turn elsewhere willy-nilly. On the theoretical 
side many readers may well prefer to refresh their memories by 
reading once again Lord Keynes’ brief but clear statement of the 


problem in his 7'reatise on Money. 
A. D. Roy 


Sidney Sussex College, 
Cambridge. 


Umriss Kiner Geschichte der Preise und Léhne in Deutschland : 
Vol. II. By M. J. Exsas. (Leiden: Sijthoff, 1949. Pp. 
vii + 138. FI. 10.) 

Dr. Etsas’s present volume brings to conclusion an important 
work on German price history. When in 1930 the International 
Committee on Price History, founded on the initiative of Lord 
Beveridge, started its investigations into the history of European 
prices, Dr. Elsas took charge of the German section. In a first 
volume, appearing in 1936, he showed that the German material 
was capable of forming very long and comprehensive series of 
prices. The first part of a second volume came in 1946, presenting 
series of prices from Frankfurt, Leipzig and Speyer, and in the 
second part of the volume we are now given a summary and 
analysis of the price trends which emerge from this material. 

The price series cover mainly the period 1500-1800, but some 
series for Frankfurt go as far back as the late fourteenth century. 
Dr. Elsas is able to show a fall in prices during the later Middle 
Ages, a subsequent rise from the late fifteenth century which 
developed into the so-called Price Revolution of the sixteenth 
century, an abrupt decline in the second quarter of the seventeenth 
century, and a long upward trend again from about 1660 to the 
period of the Napoleonic wars. On the whole, this corresponds to 
the general picture of the development of European prices, which 
can now be pieced together from modern works on price history. 

In his interesting analysis of the long-term trends, Dr. Elsas 
concentrates on changes in relative price levels. He shows that 
during periods of rising prices foodstuffs clearly took the lead, 
while industrial goods and wages lagged behind. This, he claims, 
cannot be explained solely in terms of monetary causes. He 
criticises the habit of disposing of the Price Revolution of the 
sixteenth century with a short reference to the new American silver 
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production. Attention is drawn to the important economic 
effects of the growth of population in German cities in the six- 
teenth century. It is well known that before the revolutionary 
changes in agricultural technique and transport of the last two 
centuries a growth of population, especially when coupled with a 
relatively greater increase in the towns, could not easily be met 
by a corresponding growth in the supply of food. New land was 
cultivated in Germany, but new land mostly meant poorer soil 
and longer transport. If inelasticity of supply thus forced food 
prices up, ineiasticity of demand worked in the same direction : 
there was no substitute for cheap grain before the potato. Dr. 
Elsas’s material shows also that real wages were falling during 
periods of rising prices. Expenditure on semi-luxuries declined 
and a larger proportion of income had to go on grain. 

For the seventeenth century Dr. Elsas presents the opposite 
picture : a decrease in population accompanied by a fall in prices 
(greatest in the case of grain), and rising real wages. 

From a theoretical point of view there is nothing startling in 
the fact that prices of agricultural produce (which can roughly be 
identified with the necessities of life), moved in close relation to 
changes in population, whereas prices of industrial goods had a 
more independent development. But the difference has been 
somewhat neglected by price historians, perhaps because of the 
tendency of the quantity theory approach of the 1920s and 1930s 
to concentrate more on the elusive concept of “‘ the general price 
level ” (alias “ the value of money ”’) than on relative prices. 

Dr. Elsas’s analysis—even in its present form of a rather short 
and sketchy commentary to the price material—the collecting 
and publishing of which has been his main concern—shows that 
an investigation into relative prices is much more likely to bring us 
into contact with strategic factors in the economy, which in the 
case of the old, overwhelmingly agrarian, European economy 
meant changes in population and land-settlement and the primi- 
tive state of agrarian technique which allowed only anarrow margin 
for expansion before a point of steeply diminishing returns was 
reached. 

Dr. Elsas presents his material in the form of yearly average 
prices for each commodity. The inclusion of index numbers 
showing the development of the prices of different groups of 
goods would have been an aid to the reader. It may also be 
doubted whether the long-term trends are properly represented by 
five-year averages taken only at strategic moments (i.e., at those 
points when these trends shift). 
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These minor considerations apart, Dr. Elsas’s work will be of 
much value to price historians, by reason both of the compre- 
hensiveness of his material and the scholarly nature of the analysis. 

I. HAMMARSTROM 
University of Uppsala. 


Narrenspiegel der Statistik: Die Umrisse eines statistischen 
Weltbildes. By Ernst WaGEMANN. 3rd (revised) Edition. 
(Berne: A. Francke, 1950. Pp. 253.) 


PROFESSOR WAGEMANN set out to write this book in order to 
refute the well-known dictum that statistics represent the worst 
type of lies. It was his aim to demonstrate that there exists a 
readily definable system of statistical sins and hence the possi- 
bility of avoiding them. He has succeeded in providing us with 
an amusing collection of errors taken from all classes of subjects 
where statistical methods have been used, though primarily from 
the economic field. He has placed them in the framework of a 
systematic treatment, in which serious scientific arguments 
alternate with interesting and well-chosen everyday observations 
as the composing elements. The author has deliberately ex- 
cluded from his treatment the whole realm of mathematical 
statistics; it is qualitative rather than quantitative philosophy 
which he offers, even if the subject is figures. 

Reminding the reader of the census carried out by King 
David and considered a grave sin, the author suggests that much 
of the aversion, even to-day, from statistics may be explained by 
the subsequent uses made of them : military and fiscal. Mankind 
had to go a long way before it mastered the realm of figures, he 
adds. This is illustrated with the way in which certain primitive 
peoples formed their counting techniques. In his systematic 
treatment, Professor Wagemann makes a sharp distinction 
between ‘‘ the mathematical and the empirical figure, corre- 
sponding, respectively, with a promise of truth and one of 
probability only.”” His book is subdivided into three main 
chapters, covering respectively the art and the difficulty of 
counting, ways and deadlocks of statistical comparison, and 
methods and errors in estimation. In a final chapter he develops 
a “ statistical view of the world.” 

In his first chapter he deals, among many other topics, with 
the difficulties of a correct definition and delimitation of statistical 
populations and of the shifts in concepts that may slip in during 
the analysis; with the techniques of summation and averaging 


and with the computation of dispersions. 
No. 248.—VOL. LXI. 30 
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In the second chapter it is statistical comparison that is 
discussed, with its technical expressions : statistical series, index 
numbers and correlation coefficients. It is primarily here that he 
offers a systematic survey of possible errors (p. 108) with a large 
number of examples. The well-known difficulties of unweighted 
index-numbers that may show a rise both forward and backward 
are discussed extensively, as well as, for example, the possibility 
that the two subgroups of a statistical population may both show a 
rising mean with the general average falling and so on. 

In the third chapter Dr. Wagemann offers a system of estima- 
tion methods, built up as follows : 





(i) estimation of a total from a partial population, 
“ representation ”’ ; 

(ii) estimation of a partial from a total population, 
** inclusion ”’ ; 

(iii) estimation from one or more populations of the same 
type as the population to be estimated, “ generalisation ”’ ; 

(iv) estimation from a ponulation of a different type, 
** substitution ”’ ; 


where the two last are subdivided in further methods of estimation. 
He rightly emphasises the growing importance of estimates in the 
practice of statistical applications and contributes much to their 
understanding. Of each of the types of estimation he distinguishes 
a correct and an erroneous application, taken from such different 
angles as marriages of German colonists, submarines, public- 
opinion samples, Germany’s capacity to pay, consumption of fats 
and alcoholic beverages, demographic forecasts and so on. 

The book is an elementary one, written for the persuasion 
of critics of statistical methods as well as for the training of 
statisticians. It derives its value before all from the very rich 
experience of its author, from his vivid style and his refreshing 


view on many aspects of human life. 
J. TINBERGEN 


The Hague. 


The Structure of American Economy, 1919-1939 : An Empirical 
Application of Equilibrium Analysis. By Wassity W. 
LeontieF. Second edition enlarged. (New York: Oxford 
University Press, 1951. Pp. xviii + 264. 35s.) 

Tue second edition of Professor Leontief’s pioneering book 
provides, in a convenient form, most of his contributions so far to 
the new field of study of inter-industry relations and linear 
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programming pursued with vigour and intensity in the United 
States and in several European countries. 

Parts I, II and III of the second edition reproduce unchanged 
the text of the original 1941 edition, which was very ably reviewed 
by the late Erwin Rothbarth in the issue of the Economic 
JouRNAL for July-September 1943. In Part IV Professor Leontief 
reproduces his three essays, first published in the Quarterly Journal 
of Economics between 1944 and 1946, which can be regarded as the 
application of his input-output technique to the solution of 
practical problems requiring policy decisions. These essays 
introduce the concept of an open as contrasted with the closed 
system described in Parts I-III; in other words, a certain 
number of variables, such as the total bill of goods constituting the 
final demand, are fixed by deliberate choice. They investigate 
such problems as the estimation of total outputs and corresponding 
employment figures of all the various industries for a given bill of 
goods, the output and employment created by a given amount of 
export or the effect of a given change in wage-rates on prices and 
profits. 

The discussion is throughout in terms of a non-dynamic 
equilibrium model, concerned with balancing under equilibrium 
conditions the flow of physical commodities and services, and 
taking capital resources as given and adequate for the purpose. 
Throughout, the much-criticised constancy of input ratios (fixed 
production coefficients) and proportionality is assumed. The 
validity and the consequences of these assumptions are critically 
examined by Professor Leontief himself in the fourth essay in 
Part IV, in which he gives a retrospective view of the development 
of the so-called input-output approach to the study of inter- 
industry relationships since 1941. It also deals briefly with 
problems arising from the introduction of dynamic elements into 
the model, such as changes in capital stock and inventories. 
This last essay was presented to the 1948 annual meeting of the 
American Economic Association. The discussion of this essay, 
which is printed in the May 1949 issue of the American Economic 
Journal, provides an interesting critical review of both Professor 
Leontief’s work and of this whole field of study. 

The empirical evidence which Leontief uses in his book con- 
sists of the tables of inter-industry relationships for 1919, 1929 and 
1939. The first two, “‘ results of single-handed purely exploratory 
efforts’ are used in Parts I-III. The 1939 table, which was 
constructed under Professor Leontief’s direction by the Bureau of 
Labor Statistics, is used in a preliminary form to illustrate the 
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argumentin Part IV. A final version of this table is also attached 
to the book. It is of interest to students in this field that tables of 
inter-industry relationships for 1947, compiled largely according 
to the Leontief method, have just been completed by Messrs. 
Duane Evans and Hoffenberg of the Bureau of Labor Statistics, 
and were published in the May 1952 issue of the Review of Economics 
and Statistics. 


L. Rostas 
University of Cambridge. 


Methods of Labour Productivity Statistics. Studies and Reports. 
New Series No. 18. (Geneva; The International Labour 
Office, 1951. Pp. iv + 136. 4s. 6d.) 

Productivity in Coal Mines. Coal Mines Committee Fourth 
Session, May 1951. (Geneva; The International Labour 
Organisation, 1951. Pp. vi + 178.) 

Factors Affecting Productivity in the Metal Trades. Metal Trades 
Committee Fourth Session, 1952. (Geneva; The Inter- 
national Labour Organisation, 1952. Pp. iv + 116.) 

THE close interrelationship between the standard of living of 
the workers and productivity has induced the International 
Labour Organisation to study various aspects of the productivity 
problem. The above three reports are the first results of these 
studies. The first of these was prepared for the seventh Inter- 
national Conference of Labour Statisticians; this conference, 
although it did not feel able to reach international agreement on 
methods nor on a standardised form of approach to the subject, 
decided to publish this report. The second and third reports 
were prepared as preliminary studies for consideration by the 
appropriate industrial committees of I.L.O. set up after the war. 

A common characteristic of these three reports is that they are 
largely summaries of existing knowledge rather than reports on 
the results of new research or new ideas originating in the I.L.0. 
As such they are well informed and informative, if somewhat 
timid and uncritical. The informed reader may find little that is 
new in them, but for the uninitiated they provide excellent first 
guides. 

This applies particularly to the report on productivity measure- 
ment, which is undoubtedly the most scholarly of the three. 
It deals in turn with concepts and definitions, somewhat sketchily 
with factors affecting productivity of labour, and then in more 
detail with the problems of measurement of labour, of output and 
the quotient of the two, namely productivity. It has also 
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chapters on special productivity inquiries, international com- 
parisons and on the interpretation of labour productivity data. 
It contains a short useful bibliography. It is well argued through- 
out, although readers will find the development of the argument by 
quotations somewhat tedious. In so far as the paper expresses 
preference, it favours a measurement of output in physical rather 
than in value terms and suggests the use of indexes in terms of 
man-hours per unit of output rather than in its reciprocal, because 
then the measurement of whatever output is considered will be in 
comparable terms; also it has an additive character. The 
chapter on measurement of output benefited, of course, from the 
substantial statistical spade work which has been done already 
in this field. The measurement of labour for productivity pur- 
poses raises still many unsolved difficulties. A man-year or a man- 
hour is treated as a homogeneous unit, and no satisfactory con- 
ceptual or statistical solution has yet been found to take account 
of the heterogeneity of the labour force. Nor is there any 
satisfactory solution for distinguishing meaningfully the different 
types of labour, such as direct and indirect workers, process and 
auxiliary workers, etc. ‘The report recognises these problems but 
offers no solution. Incidentally, the report deals almost ex- 
clusively with productivity measurement for general economic 
analysis on the national level. It gives no information on the 
type of productivity measurement developed on a plant level, 
eg., by our industrial research associations for purposes of 
managerial policy and operational control. 

The reports on coal and metals are obviously the work of hard- 
pressed international civil servants rather than of scholars. They 
fall into three parts : definition and measurement of productivity 
in the particular industry; available statistics on the subject ; 
lastly, factors influencing productivity, which last part forms the 
bulk of the reports. The paper on coal contains a great deal of 
interesting material on all three problems. We learn, e.g., that 
from the point of view of measurement it is by no means justified 
to treat coal as a homogeneous product, and a wide variety of 
output measures would be appropriate in view of the substantial 
differences between raw coal and saleable coal. The chapter on 
available statistics brings out the vast existing differences between, 
say, the bituminous mines of the United States with an output of 
1,052 metric tons per man-year in 1949, the United Kingdom with 
287 metric tons and India with 96 metric tons. The chapter on 
factors influencing productivity does not attempt, however, to 
explain these differences. Instead, it examines the influence of 
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the various aspects of natural, technical and working conditions 
on productivity in the light of examples taken from recent 
American, British and French experience. The discussion of the 
effect of technical conditions and of wage systems is particularly 
interesting. No effort is made, however, to evaluate the relative 
importance of any of these factors or to arrive at tangible policy 
conclusions. Such general statements as that “ output per man- 
shift is the product—and not the sum—of an engineering co- 
efficient (mining methods, equipment and plant in general) 
multiplied by coefficients of organisations and labour (especially 
the miners’ work) and that consequently an improvement in any 
one of these groups of factors has a proportionate effect on final 
output per man-shift,”’ are not too helpful. 

The third report on metals suffers from the fact that it has to 
deal with such widely differing industries as foundries, all 
engineering and the making of motor cars. Moreover, past 
research and information on these industries worthy of sum- 
marising is scanty. The part on statistics is largely confined to a 
summary of time trends of productivity in a few metal trades in 
the U.S.A. The main part of the report on factors makes exten- 
sive use of the reports of the various British teams from the metal 
trades visiting the U.S.A. under the zgis of the Anglo-American 
Productivity Council and of the reports of various European 
teams. We should feel grateful to the I.L.O. for having surveyed 
these reports for us, since many of them from Europe are not 
easily available here. If the conclusions are disappointing and 
commonplace this may suggest that no startling new explanation 
of relative productivity levels can be derived from these visits. 
It is a pity that in certain cases the I.L.O. report seems to accept 
at its face value without further inquiry obvious fallacies, ¢.g., 
about the adverse effect of the small size of the home market on 
productivity (flatly contradicted by the example of the Swiss 
engineering industry) or about the adverse effect of the high 
level of taxation on enterprise. In some other cases, e.g., in 
respect of safety measures, colourless reporting results in the 
I.L.0. missing the opportunity to make a contribution in fields 
where its expertise and interest are generally accepted. Most 
team reports brought out the differences between the British and 
American attitudes to safety. Here elaborate and in many cases 
antiquated legal safety precautions exist which give adequate 
protection but in many ways hinder productivity. In the U.S.A. 
the system is to promote safety consciousness and put some of the 
responsibility, at least, on the worker, thus securing more flexi- 
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bility, and thereby advancing productivity. Nobody has investi- 
gated, as yet, the relative effects in terms of accidents of these two 
systems and examined an optimum solution. 

The report on the metal trades was also supposed to deal with 
principles that should apply in the distribution of productivity 
gains. This important problem is dealt with as though a common- 
sense problem in two pages, suggesting that workers are entitled 
to a reasonable share in the benefits, with some vague hints as to 
what is a reasonable share. A more scientific treatment of this 
important problem in both its theoretical and historical aspects 
would be a suitable subject for rather more fundamental study by 
the I.L.0O. 


University of Cambridge. 


L. Rostas 


American Forest Policy. By Lutuer Hatsey Guiick. (New 
York: Duell, Sloan and Pearce, for the Institute of Public 
Administration, 1951. Pp. 252. $3.50.) 


SmncE the presidency of Theodore Roosevelt, the American 
public has been warned that their “ unlimited ” forests, hitherto 
regarded merely as an obstacle to progress, would soon disappear, 
leaving behind barren cutover lands, eroding watersheds and ghost 
towns. To prevent this, piecemeal legislation has been adopted 
from time to time, which Professor Gulick here examines in a 
search for American forest policy, the obstacles to its execution 
and the methods of its administration. 

Forest conservation nowadays is formally sacred; the debate 
among the four pressure groups (conservationists, professional and 
government foresters, the logging and milling industries and the 
wool—beef interests) centres on its meaning. Adopting a refresh- 
ing impartiality, the author reviews the supply and demand 
situation, where he finds there is no wood famine ahead. There 
may indeed be a shortage of saw-timber, but this depends on the 
rate of exhaustion of virgin and old second-growth forests, and the 
encouragement given by the consequent rise in price to scientific 
forest management by private owners. Many owners have large 
tracts : as prices rise they improve thinning and forest protection, 
and plant in anticipation of further price increases. But the larger 
part of the ownership is in small farm wood-lots: when prices 
rise farmers cut their working stock for cash, leaving the shambles 
to Nature. The author therefore considers that one of the chief 
tasks is to persuade or guide the 4} million farmers to improve their 
forestry practices through “ grass-roots ” advice and research. 
With great clarity he discusses the tools of administration : 
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adjusted subsidies and taxes, forestry instruction and professional 
education, cheaper credit, stronger controls and public ownership, 
He rejects vehemently, but with little explanation, the lessons of 
European experience as unsuited to American competition and 
federalism. His findings are for co-ordinated policy, but diversi- 
fied administration at all levels of the interested governments. 

A. D. Scorr 
London School of Economics. 


The New Society. By Epwarp Hatuett Carr. (London: 
Macmillan, 1951. Pp. viii + 119. 7s. 6d.) 


. > 


Tue “ new society ” of which Mr. Carr writes is the kind of 
society which needs, wants and utilises the “ welfare state.” His 
six lectures, originally given in the Third Programme in 1951, are 
a discussion of how this kind of society has grown out of its appar- 
ent opposite, the laissez-faire “ night-watchman state” of the 
nineteenth century. The three facets of its development which he 
selects for particular discussion are the abandonment of belief in 
free competition for faith in the virtues of a planned economy; 
the shift from reliance upon hunger and unemployment to control 
labour to the ideals of social security; and the move away from 
individualist to mass democracy, from liberalism to socialism. 
His last two essays are a discussion of the “ colonial revolution ” 
which in the twentieth century has come about with the spread of 
these changes to the non-European world, and an examination of 
the new forms of freedom which are involved in these changed 
concepts of society and the state. 

His approach is historical, in the sense that he seeks to draw 
from history those “ critical insights ’’ which may help to explain 
present trends; and he wisely devotes an initial lecture to a 
lively and provocative discussion of the methods and values of 
historical explanation. He rejects equally the “ patternless ” 
view of history of H. A. L. Fisher, the “ providential ’”’ view of 
Butterfield and the highly “ patterned ’ view of Toynbee. ‘‘ For 
me,” he writes, ‘‘ the pattern in history is what is put there by the 
historian. History is itself the pattern into which the historian 
weaves his material. . . . Pattern can only be the product of mind— 
the mind of the historian working on the events of the past.” 
He is, in many ways, a disciple of Collingwood. 

The pattern which he discerns under the historical development 
of our new society is the progressive demolition of the nineteenth- 
century faith in a natural harmony between individual and social 
interests. When employers created monopolies and workers trade 

















onal 
hip. 
s of 
and 
TSi- 








1952] CARR: THE NEW SOCIETY 915 


unions, the notion that society consisted of free and equal in- 
dividuals freely competing, and in so doing promoting the common 
good, became totally unreal. When poverty and unemployment 
could no longer be regarded as the natural and automatic penalty 
for idleness or incompetence, an economic system which relied on 
the ‘‘ economic whip ”’ to control labour was bound to be trans- 
formed. When the old methods of organising production had in 
these ways collapsed, society could not survive without finding 
new methods. Since the problems of purposeful economic plan- 
ning, of the right deployment and use of human resources, might 
be solved by other than democratic means, the challenge to demo- 
cracy is to meet the needs of the new society by methods which 
are compatible with democratic values. Individualist democracy 
has had to give way to “ mass democracy,” liberalism to demo- 
cratic socialism. The total result is the welfare state. As he 
shrewdly points out, its main pillars—full employment, the health 
services and food subsidies—have all been explicitly endorsed by 
the Conservative Party, as well as by the Labour and Liberal 
Parties: and in that sense “ we are all socialists now.” 

There are two traps into which such an argument can fall. 
One is to make the historical diagnosis fit the prescription which 
the writer wants to dispense; the other is to contrast the present 
situation not with a social and economic order which actually 
existed in the past but rather with a mode of thought which pre- 
vailed in the past. Mr. Carr certainly cannot be accused of falling 
into the first of these traps, for he has no specific prescription to 
dispense. He has been accused of falling into the second, and 
there are moments when it is not clear whether he is contrasting 
prevailing ideas now with prevailing ideas of the nineteenth 
century, or is comparing the social order of 1951 with that of 1851. 
But in general he is doing both, which is unavoidable; and he is 
usually cautious enough to distinguish theories and principles from 
the historical situation which may contain a multitude of excep- 
tions to them. The plea with which he ends is timely: the plea 
for ‘‘ a new science of politics” which, as Tocqueville said, “ is 
indispensable to a new world.” His achievement is that within 
the limits set by half a dozen broadcast talks he has gone so 
remarkably far to indicating some of the lines along which a new 
mode of political thinking might evolve, in conjunction with new 
forms of economic thought and organisation. 

Davip THOMSON 

Sidney Sussex College, 

Cambridge. 
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The Young Wage-Earner: A Study of Glasgow Boys. By T. 
Frereuson and J. CUNNISsON, with a Foreword by Sir Hector 
HETHERINGTON. (London: Oxford University Press for 
the Nuffield Foundation, 1951. Pp. x + 194. 8s. 6d. net.) 


THE subject matter and presentation of this book are novel 
and interesting. The young workers in question are dealt with 
largely on statistical lines, yet are treated in a human way; and 
the book is a novel and important study of boy labour problems 
under current conditions of fullemployment. The group chosen— 
all boys leaving school at Glasgow, early in 1947, at or soon after 
the age of fourteen—provides an admirable sample covering most 
types of boy worker. Exclusion of mental defectives and of those 
at approved schools, who left later, does not seem seriously to 
affect results, except as regards delinquency, while those, often 
abler, boys who proceeded to secondary schools, are also omitted. 

The book’s arrangement, if sometimes involving repetition, is 
effective. A valuable feature is its relation of the boys’ work to 
their home and other circumstances. After a brief description of 
methods (Shaping the Experiment), general results are analysed 
(What Emerged from the Study). Separate chapters follow on 
home and school; on performance (from fourteen to seventeen) 
after leaving school, including eleven interesting case histories; 
on influence, upon performance, of earlier backgrounds; and on 
crime and delinquency. Particular subjects considered include 
health, scholastic assessment, family relations, job finding and 
training, wages, unemployment and housing. That predominant 
influences may be hard to disentangle is well brought out. Thus, 
while both over-crowding and large familes show high incidence 
of delinquency, “‘ where there is no over-crowding, large families 
do not produce more delinquency than small ” (p. 173). 

The full factual treatment gives a realistic background 
to the study. “ There is still lack of knowledge about how young 
people fare . . . when they leave school,” and about the influence 
of home environment and school performance in shaping a lad’s 
career (p. 1). In these respects the book really adds to our 
knowledge, particularly in linking work and earning with previous 
environment. For, while in general things may already be known, 
yet in the words of Sir Hector Hetherington’s interesting foreword, 
policy needs to be “ based on well-founded conclusions, not on 
untested observations,” while “‘ some co-relations are unexpected ” 
(p. v). For where mothers work, owing to death or absence of 
fathers, their families’ home environment seems on the whole 
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rather above the average, with fewer boys still on stop-gap work 
at 17. ‘* The fact that the mother is striving to shoulder a double 
burden seems to stiffen the family morale and to stimulate the 
sons to make good ” (pp. 32-3). 

Moreover, some bad results of past conditions are not appar- 
ently being repeated. There is still, for example, a gap for most 
boys between school leaving at fourteen and apprenticeship at 
fifteen or sixteen; but it no longer has such bad effects. For one 
thing full employment helps to keep these young boys off the 
streets; and definite improvements are recorded in apprentice- 
ship and pre-apprenticeship training, with employers doing more 
than formerly to promote shop or errand boys to apprenticeships. 
With the boys themselves, ‘‘ the dominant reason for choice (of 
job) was the interest of the work ” (p. 45), and often in making 
a change there was “a sense of responsibility and purpose ” (p. 


55). There is still, indeed, an element, though probably smaller 
than before, of shiftless and irresponsible boys; too many are 
still in blind-alley jobs and too little use is made of opportunities 
provided by the Churches, by social groups and by evening classes. 
Yet “‘ the definite rise in occupational status of this group of boys 
compared with their fathers ” (p. 55), and their increased interest 
and responsibility are hopeful. The whole book is worthy of 


thorough study. 


All Souls College, 
Oxford. 


The Soviet Financial System : its Development and Relations with 
the Western World. By Mixuatt V. ConporpE. (Ohio: 
Bureau of Business Research, Ohio State University, 1951. 
Pp. xiii + 230.) 

THE present volume, published by the Bureau of Business 
Research of Ohio State University, contains a summary of avail- 
able information (in 164 pages, with forty pages of documentary 
appendices) about the monetary and banking and budgetary 
system of the U.S.S.R. This is preceded by a rather cursory 
chapter entitled ‘‘ Soviet Economic Organisation”’; and con- 
cludes with two chapters on external financial relations and on 
“Soviet Foreign Economic Policies, 1941-1950.” It is clearly 
arranged and well printed, with some convenient tables (for 
example, on the revenue and expenditure items of the budget 
over twenty years). But it adds little that is new in the way of 
information or of analysis. An exception to this is some detail 
about the modes of settling accounts in Chapter 2; there is also 
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a useful summary of the monetary reform of 1947 and of revenue 
and expenditure items in the budgets of recent years. The 
author’s account of the financial planning of foreign trade, how- 
ever, adds little to what was said in Chapter 3 of Dr. Baykov’s 
Soviet Foreign Trade, and is in several respects less illuminating. 
The book is mostly description, spiced with author’s comments 
here and there. Where analysis is attempted, this is not usually 
very subtle or original (for example, the explanation of the rdle of 
prices and of profits). 

Currently accepted standards of impartiality are relative to 
time and place. In recent years these have changed very rapidly 
in relation to the U.S.S.R., and by present-day American 
standards this book probably passes as an objective account of 
the Soviet system (as its author claims it to be in his Preface), 
One cannot help remarking, however, that the somewhat bald 
comment with which its information is sprinkled does not 
deviate from the current official line. This is specially notice- 
able in the chapter on foreign economic policies in the past decade, 
which closely follows the State Department document on “ Soviet 
Violations of Treaty Obligations,” which is printed as one of four 
appendices. For many this will no doubt serve as a commend- 
ation of the book; but in others it may encourage caution in 
accepting the author’s comment on more purely economic matters. 
It is not at all clear what he means by calling the allocation of 
labour “‘ authoritative”’ (p. 13) or savings “‘compulsory.” He 
cites no evidence for the obiter dictum that “ the aim of the Soviet 
Union is to hamper in any possible way the economic recovery of 
Europe ”’ (p. 153); and he clearly goes beyond the evidence in 
such statements as that in 1918 “all private property was con- 
fiscated ” (p. 110), and that “ until 1950 only relatively few in- 
dustries have been able to operate at a profit” (actually, with a 
few exceptions the war-time subsidies to industry were terminated 
after the end of 1948, and in 1949 taxation of profits yielded some 
42 milliard roubles). One is left wondering as to both the source 
and the accuracy of an alleged statement by Stalin about the 
peasantry ‘‘ in one of his speeches in 1928-9 ” which is quoted (on 
p. 106) second-hand from an article in an American agricultural 
journal. 

The book closes with a useful nineteen-page bibliography and 
an index. 


ce 


MavricE Doss 
Trinity College, 
Cambridge. 
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Interregional Competition in Agriculture. With special reference 
to dairy farming in the Lake States and New England. By 
Ronatp L. MicuHett and Jonn D. Buack. Harvard 
Economic Studies Vol. LXXXIX. Harvard University 
Press. (London: Oxford University Press, 1951. Pp. 
320. $5.00.) 


THE purpose of this study was to forecast, from the mid 
nineteen-thirties, the probable trends in dairy farming in two 
districts of the United States which were competitors in certain 
markets for liquid milk and milk products. Because adjustments 
in output take time, it was assumed that ten years would be 
required before farmers in these regions had fully adjusted their 
plans to changes in the relative prices of milk and other products. 

The method adopted was to select certain farms regarded as 
“typical ’’ of the main systems of dairy farming in the chosen 
regions. For each of these farms, a series of budgets was drawn 
up showing the most profitable combination of enterprises and 
level of output, assuming that milk prices had changed, relative 
to other prices, by a stated proportion, either up or down. Such 
calculations involved a detailed study of each farm, its current 
trends in output which might be reflecting past price changes, its 
limitations in the way of building, soil, climate or labour, and the 
range of opportunities open to it at differing price levels. The 
forecasts made for these typical farms were then adjusted to allow 
for the average of a large group in which there were bound to be 
casualties by storm, disease or change of occupier; a “‘ supply 
curve” was then constructed which showed what levels of milk 
sales could be expected from each farming area and from each 
region ten years after there had been a substantial change in the 
relative level of milk prices. Finally, the actual sales from these 
regions and as far as possible from the originally surveyed farms, 
were obtained for 1946 to compare with the forecasts made before 
the war. 

Over this period, the change in milk prices was not much below 
that assumed as the basis for one set of calculations—a relative 
rise of 20%, but the actual level of output turned out to be much 
higher than had been deduced from the pre-war studies. The 
discrepancy between actual and forecasted sales differed in size 
between regions, between counties and between the budgeted 
farms, but the forecasts were alltoolow. The original calculations 
had assumed, naturally, that there would be no appreciable 
change in technique, but this particular decade brought two 
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striking developments on American farms—hybrid maize and a 
very marked increase in the use of lime and phosphates, mainly 
on pasture. The results were rising crop yields obtained at little 
extra cost, a higher rate of feeding per cow, an increase in the 
average yield of milk and finally costs per gallon which rose less 
than the unit costs of the inputs. It also seems that the chosen 
farms were not adequately representative of all types of dairy 
farming, and that extension of the sample meant an impossible 
amount of calculation. 

In an age of rapid technological change, it appears that fore- 
casts of this nature are unlikely to have sufficient accuracy to 
justify the work involved. Nor is inter-regional competition an 
important factor in this small country. Yet budget studies of 
this type, undertaken with respect to existing prices, might well 
be useful to farmers uncertain of the precise combination of enter- 
prises which would be the most profitable, and to planners, 
ignorant of the extent to which the current output reflects last 
year’s prices. The method here used deserves, I think, close 
attention by agricultural economists in Britain. The attempts 
also made in this book to construct demand curves only reveal the 
intrinsic difficulties of that concept. 

I hope that the language in which this book is written will find 
no imitators. “Some further insight into the outlook,” “ the 
nearest to available evidence,” “all of the agricultural products 
. . . present interregional competition situations,” “just about 
exactly getting,” ‘‘ the most unique of all” are phrases up with 
which I will not put, on this side of the Atlantic. 

EpitH H. WHETHAM 
School of Agriculture, 
Cambridge. 


The Health Services. Some of their Practical Problems. Published 
for the Institute of Public Administration. (London : George 
Allen & Unwin, 1951. Pp. 136. 10s.) 


Tuts book is a reprint of twelve papers read before a con- 
ference of the Institute of Public Administration in March 1951. 
Most of the authors hold administrative posts in the National 
Health Service, and half of them are doctors. The viewpoint of 
the doctor-administrator therefore predominates, and its ex- 
pression is not always orderly or in good literary style. In every 
chapter, however, there is material of interest to the economist, 
and Chapter 11, by Mr. Francois Lafitte, is an exception and 
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provides the best short account yet published of the economic 
and financial problems of the National Health Service. 

The writers are chiefly concerned with the ‘“ problem of co- 
ordination ”’ of the different authorities administering the Health 
Services, but these papers are more than a series of disconnected 
discussions about administrative machinery: seen as a whole, 
they are a fascinating study of the diseconomies of large-scale 
organisation. ‘‘. . . the struggle for power between the (hospital 
group) secretary, finance, supplies and maintenance officers can 
only lead to the appointment of another officer to co-ordinate the 
four of them” (p. 58). “. ... a regional (ambulance) service 
would be too big to be efficient and a service based on hospital 
groups too small to be economical” (p. 95). “. .. . there must 
be about 1,000 people engaged in checking the work of 10,500 
dentists’? (p. 109). ‘“... under the present arrangement, 
whereby unspent money cannot be expended after the end of the 
financial year, hospital authorities tend to submit excessive esti- 
mates and then spend all the funds allotted to them within the 
respective sub-heads ”’ (p. 132). These problems are not new : 
they are equally familiar to business men and to economists who 
have observed, say, the allocation of raw materials; but they are 
diseconomies of scale which the arm-chair planners tend to neglect, 
and it is salutary to be reminded of them. 

This is not to say that the book is an indictment of the Health 
Service. There is (apart from frequent bemoaning of the changed 
circumstances of the general practitioner) very little harking back 
to the days of private practice and voluntary hospitals, and no 
suggestion that, if we could measure them at all accurately, the 
diseconomies would outweigh the economies. Most of the con- 
tributors endorse the editor’s view that ‘‘ The remarkable thing 
is that the scheme works so well” (p. 11), but Mr. Lafitte shows 
how “‘ for most services it is not possible to measure the work done 
against its cost, because the most elementary statistics are want- 
ing. This lack precludes any proper appraisal of the results 
achieved, whether in terms of medical or economic efficiency ” 
(p. 102). 

In trying to solve the “problem of co-ordination” some 
writers take refuge in liaison committees and then shudder at the 
thought. ‘‘ It is not enough to make a planning decision; there 
must be continued care that the execution of the plan is satis- 
factory ’ (p. 127), but “. . . . to avoid an unwieldy liaison com- 
mittee some method of restricting its membership to reasonable 
numbers is necessary ” (p. 122). Others put their faith in achieving 
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greater flexibility with the existing machinery, and one sees 
here the recurrent plea of the administrator for the sort of distri- 
bution of functions that would be provided by a proper price 
mechanism. ‘The priority dental services for . . . school- 
children have almost disappeared ”’ (p. 92) because general dental 
practice is too well paid. The doctor’s pay, on the other hand, 
“puts a premium on quantity of patients not on quality of ser- 
vice. . . . It encourages doctors established in a district to resist 
the entry of a new-comer, since his share of the pool will diminish 
their own shares ”’ (p. 105). “‘ As it is now much cheaper to the 
mother (but not to the State) to have a baby in hospital than at 
home, the (Hospital) Boards had plenty of demand on the beds 
available and an apparent need to increase the supply. As a 
result, many domiciliary midwives are now underemployed . . .” 
(p. 90). Perhaps the most sensible contribution of all is that of 
Mr. MacColl, M.P., on p. 16: 

“ We are placing a high priority on housing. . . . Having 
got the houses, we must be prepared to use them to live in, 
but also to be ill in and to have babies in. For the materials 
which are going into their construction are being taken from 
the hospitals and health centres on which the new service is 
being based.” 


This book leaves a strong impression that the solution lies, not 
only in improved administration and better costing, but also in a 
willingness to use prices, and get them right, where this is possible 
without causing, not some hardship, but more hardship than arises 
at present through their disuse or misuse. 

WALTER HAGENBUCH 

Queens’ College, 

Cambridge. 


Introduction to Economic Organization. By Henry SMITH. 
(London : Sylvan Press, 1952. Pp. 182. 12s. 6d.) 

Tuts volume, one of the Sylvan Books on Modern Studies 
produced in association with Ruskin College, Oxford, is primarily 
intended “for those students of economics and politics who 
desire to have a background of fact and recent history against 
which to place their theories and their interests.”’ It is based in 
part on lectures, and it is to the author’s credit that few traces of 
this origin are evident in the style of the book. 

Mr. Smith has packed a good deal of information and analysis 
into this readable book, and has presented his material in a clear 
and economical manner. Indeed, one’s main criticism must be 
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that Mr. Smith has at times tried to pack in too much, with the 
result that several passages, particularly those on theoretical 
matters, will almost certainly prove to be out of reach of the com- 
parative beginners for whom the book is designed. Perhaps the 
most striking instance of this occurs when Mr. Smith turns aside 
to examine the relationship between Keynes’s views on the pro- 
pensity to save (not previously discussed) and figures purporting 
to show the rate of growth of capital in the United Kingdom and 
the United States; to this task he devotes less than two pages. 

The book begins with a short chapter in which Mr. Smith states 
his view that the study of economic organisation must be more 
than “‘ a mere description of economic practice,” in that economic 
analysis must suggest the problems on which it is profitable to 
concentrate attention, and economic history must be called in to 
put those problems into perspective. This chapter sets the 
pattern for the blend of fact and theory in the rest of the book, 
and Mr. Smith follows it up with a clear sketch of the main lines 
of world economic development in the last hundred years. He 
leaves one wondering, however, how much his discussion of the 
gold standard and the International Monetary Fund will mean to 
someone who is new to the subject. 

The third chapter on “‘ The Logic of Industrial Organization ” 
is the longest in the book, and contains sections on the organisation 
of production and distribution and on publicly owned industry. 
This is on the whole very well done, although the otherwise 
excellent discussion of price policy might prove too condensed for 
some readers. A fault with Mr. Smith’s treatment of the problem 
of imputing overheads in a multi-product firm is that although he 
states that this may be “ complex and difficult,” he fails to add 
that in certain cases it may not be possible at all. His assertion 
that the cost accountant must “‘ produce a reasonable formula for 
spreading the overhead cost ”’ in order that the administration may 
know on which products they are making a profit and on which a 
loss, takes no account of the fact that cost accountants themselves 
are now realising that when overheads can only be allocated in 
an arbitrary manner, any attempt at allocation may obscure more 
than it clarifies. 

The supply of capital and the supply of labour are discussed 
next. ‘The section on capital is long and covers a wide field, but 
that on labour is rather one-sided, being mainly confined to a 
discussion of the theory and practice of trade unions. Population 
problems are dealt with in a later chapter on natural resources ; 


both this chapter and one on the structure of international trade 
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present the main facts clearly and well. A final chapter on “ The 
Conflict of Economic Policy in the Contemporary World”’ is on a 
different plane from the rest of the book and rather divorced from 
it. This is for the most part well-argued, if somewhat optimistic 
" in its conclusion that the acceptance of a common ethic of property 
which recognises that “ ownership of productive capital by the 
State is not identical with the freeing of the worker from ex- 
ploitation ’’ may prove to be the basis of another great period of 
international co-operation. 

This is a book that can be recommended with confidence to 
the first-year student. He may be puzzled at times, but will 
certainly gain much useful knowledge. The student should, 
however, be warned that when Mr. Smith says, at the beginning of 
the book, that “ given the appropriate basis from which to build, 
it is possible for the economist, like any other scientist, to predict 
the consequences of proposed action by the State, or by individuals, 
[and] to determine what will be the conditions of maximum 
welfare for society on the basis of its recorded tastes’ he is 
putting his claims for the economist, and indeed for economics, 


, rather high. 
AUBREY SILBERSTON 
St. Catharine’s College, 


Cambridge. 


Introduction to Economic History. By G.D.H.Cotx. (London: 
Macmillan, 1952. Pp. x + 233. 10s.) 


Tuts volume, Professor Cole tells us, is in a way a historical 
companion to The Intelligent Man’s Guide Through World Chaos. 
In 190 pages of text the economic history of the world since 1750 
is set forth, partly in a straightforward manner, partly with some 
comment; beside such an effort, that miracle of compression, 
Professor G. N. Clark’s The Wealth of England, dealing with 264 
years of merely English economic history in 191 pages, must be 
set aside as garrulous and extended. 

As far as it goes, Professor Cole’s history is reasonably well 
balanced (although perhaps it betrays a certain bias in that 
Russia since 1850 is allocated more than twice the space allocated 
to the United States for the same period) and as a rule verbally 
accurate. Given the scale of presentation, there is a great deal that 
is penetrating and well said, although inevitably there are de- 
batable interpretations. But it is a confusing book. The world 
is Professor Cole’s province, and even the destruction by economic 
progress of “ cultural traditions and ways of living” (p. 101) is 
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not ignored. The general impression given is that two centuries 
of capitalist development have generated a formidable host of 
problems, which is certainly true, and present a not very creditable 
spectacle, which is much more a matter of opinion. But this 
past seems to provide no clue to the solution of the problems 
which it has created. What—the puzzled reader may well ask— 
is the key? Do economic activities matter so much after all if 
“the” problem of the twentieth century is political (p. 182) ? 
(Does the root of our ills really lie no deeper than this?) The 
author seems to suggest no way out—or does he? Perhaps, after 
all, Russia—although not immune from difficulties—possesses the 
answer to our problems. Walter Bagehot once wrote that Hume 
was a much more effective party historian than Macaulay because 
he insinuated his preferences instead of declaring them. And 
Professor Cole has certainly written here a great number of short 
sentences which, accurate in themselves, are very questionable in 
implication. Is it entirely the consequence of colourless com- 
pression and simplification, for example, that the account of the 
enclosure movement in England (p. 42) is substantially the same as 
the account of the dispossession of the kulaks (p. 126)? If the 
author had been a little more forthright in the expression of his 
opinions, or if he had been a little less catholic in his choice of 
subject matter, this might have been a more useful book. 


A. J. Youneson Brown 
Cambridge. 


American Capitalism: The Concept of Countervailing Power. 
By Joun KENNETH GALBRAITH. (Boston: Houghton 
Mifflin, 1952. Pp. xi + 208. $3.00.) 

THE analysis of imperfect competition was essentially a 
debunking movement (though perhaps Professor Chamberlin 
did not see it like that). The prevailing orthodoxy proclaimed 
that under competitive conditions maximum satisfaction is 
obtained from given resources and the worker received the value 
of his marginal product. Monopoly, which distorts the pattern 
of production and causes labour to be exploited, was regarded as 
an exception to the beneficent rule. Now the exceptions have 
swallowed the rule. But while damaging the orthodox system the 
new analysis did not replace it with an equally coherent scheme 
of ideas and, ever since, the theory of prices has been in a scrappy 
and unsatisfactory state. 

The moral to be drawn from the analysis is also in a confused 
state. The orthodox doctrines provided a prop to laisser-faire 
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ideology which the new analysis hacked through. This was wel- 
come to those who were in any case hostile to laisser-faire and 
left its defenders in an exposed position. Some maintained, in 
spite of growing evidence to the contrary, that competition was 
still the rule; some rejected the implications of the new analysis 
and maintained that the imperfection of competition after all did 
no harm (for instance, that product differentiation and advertise- 
ment are in the true interests of the consumer). Some, with less 
sophistry, maintained that private enterprise is a good in itself, 
even though blemished by imperfections. 

Professor Galbraith makes a clean sweep of all such arguments, 
He freely admits that competition of the text-book type is in- 
compatible with the conditions which prevail over larger areas of 
modern industry, and shows the inherent tendency of competition 
among manufacturers (with certain exceptions) to produce 
situations of oligopoly. Moreover (following Schumpeter), he 
points out that text-book competition is positively inimical to 
technical progress, so that it is undesirable, as well as impossible, 
that it should prevail. ‘“ Industries which are distinguished by 
a close approach to the competitive model are also distinguished, 
one can almost say without exception, by a near absence of 
research and technical development.... No one would select 
them as a show-piece of American industrial achievement. 
The show-pieces are, with rare exceptions, the industries which 
are dominated by a handful of large firms. The foreign visitor, 
brought to the United States by the Economic Co-operation 
Administration, visits the same firms as do attorneys of the 
Department of Justice in their search for monopoly ”’ (p. 96). 

He proposes an alternative defense. American capitalism, 
he maintains, generates within itself a corrective to the concen- 
tration of economic power inevitable in modern industry. This he 
calls ‘‘ countervailing power ’’—the trade union offsets the power 
of the employer to exploit labour, the larger buyer (particularly 
the great retail chains) protects the consumer from the exactions 
of oligopoly and so forth. Where no countervailing power 
emerges under pure Jaisser-faire, as in agriculture, the state steps 
in (despite its own dogmas) to curtail competition (Chapter X1)- 
The wastes of imperfect competition he laughs off as something 
that a wealthy community can well afford. “ Not even the 
genius of the madman has been wholly equal to the task of 
proving that the paper, ether and skills employed in, say, cigarette 
advertising are related to any urgent public need. As with 
cigarette advertising so, presumably, with highway bill-boards, 
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redundant service stations, glossy packages, bread that is first 
denatured and then fortified, high-pressure salesmanship, singing 
commercials and the concept of the captive audience... . 
Our proliferation of selling activity is the counterpart of com- 
parative opulence. Much of it is inevitable with high levels of 
well-being. It may be waste, but it is waste that exists because 
the community is too well off to care” (pp. 101-2). 

His argument cuts through many confusions of thought, and 
suggests new lines both for analysis and for policy. In particular 
it provides a criterion to distinguish the proper objects for attack 
in an anti-monopoly campaign. 

“The rule to be followed by government is, in principle, a 
clear one. There can be very good reason for attacking positions 
of original market power in the economy if these are not effectively 
ofiset by countervailing power. ... There is no justification for 
attacking positions of countervailing power which leave the 
positions of original market power untouched ”’ (p. 144). By this 
reasoning it was an error to prosecute the A. and P.—a great 
example of countervailing power exercised by the giant retailer 
(p. 125). Trade unions in general embody countervailing power, 
but in the building industry the usual roles are reversed; there 
employers are the victims of original power, and have not 
yet generated sufficient countervailing power for themselves 
(p. 130). 

Countervailing power breaks down in conditions of a sellers’ 
market (p. 133 et seq.). Depression, Professor Galbraith is 
confident, can be fended off by Keynesian policies. It is in- 
flation which is the enemy of his scheme. Here there seems to be 
a weak point in his argument, for he maintains that in the com- 
petitive model an increase in demand beyond capacity produces a 
once-and-for-all rise of prices (p. 199). But it is precisely in 
competitive conditions that the vicious spiral has free play. 
A rise in demand for labour causes wage-rates to rise, and every 
rise in wages produces a proportional rise in prices, under the 
tule that price is equated to marginal cost. On the other hand, 
oligopolies often pursue a policy of maintaining constant prices in 
face of a rise in demand, and even in the face of a moderate rise 
in wage-rates, so that real wages may rise in a boom under 
oligopoly, but not under competition. But this point is in- 
cidental to the main argument. The problem lies much deeper— 
in the difficulty of maintaining continuous full-employment under 
laisser-faire (or the difficulty of maintaining laisser-faire under 
full-employment) which is largely independent of the problems of 
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monopoly and competition. However that may be, for Professor 
Galbraith the ideal situation is one of latent depression, held at 
bay by public policy, with some margin of unemployment. 
In these conditions (with help here and there from the authorities 
to weak bargainers) countervailing power will do its work. 

The book is shrewd, witty and forceful, and is deliberately 
aimed at wider circles than the professional economists (p. viii), 
but it is doubtful how far it will succeed in rebunking laisser-faire. 
Professor Galbraith is too candid (or should we say too cynical ?) 
to be altogether welcome as an ally, and his scheme lacks the 
moral beauty of the old orthodoxy. Professional economists 
can certainly profit from the lines of thought which he suggests. 
It will be interesting to watch the fate of the ideology which he 
proposes with the audience to which it is addressed. 

JoAN RoBINson 
Cambridge. 


Economic Aspects of Atomic Power. By 8S. H. Scnurr and 
J. Marscuak for the Cowles Commission. (Princeton 
University Press, 1950. Pp. xxvi + 289. $6.00.) 

A soMEWHAT belated review of a book which itself can in the 
nature of things be no more than an interim report must be in 
grave danger of being out of date and out of line with most recent 
thinking. But economists the world over have been speculating 
about the possible effects of nuclear energy, and this book can at 
least do something to clear their thinking. If there is a general 
criticism to be made of it, it is, I think, that it sometimes seems to 
seek a somewhat false precision in a field in which all that is for 
the moment possible or wanted is to establish the orders of magni- 
tude. 

If one starts with the generation of electricity from nuclear 
energy, it would seem to be becoming increasingly clear that there 
is not at present in sight any trick short-cut for the conversion of 
nuclear energy into electricity. The possibilities appear to be 
limited to those implicit in the reduction of the cost of the source 
of heat employed in a thermal electric power-plant. If one 
analyses the cost of generation in such a plant, the broad orders 
of magnitude, at a site where coal is available at the sort of price it 
normally has in the United Kingdom, and assuming the best 
modern practice in a station of about 75,000 kW., are these: 
fixed charges will amount to about 66% of costs, other operating 
costs to about 14% and coal to about 20%. If coal costs are 
assumed to be three or four times as high (as they are in some of 
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the parts of the world most remote from coal-fields), the coal costs 
may reach as much as 50% of the whole. 

If the use of nuclear energy is regarded, in the limiting case, as 
providing cost-free fuel, the effect would thus be a reduction of 
generating costs by some 20% in places where cheap coal is 
available and possibly by a half in more remote places. But the 
use of nuclear energy is, at present at least, very far from having 
reached that stage, and it would seem very unlikely indeed that it 
will ever approximate to it. For there are a number of technical 
problems that are special to its use. There are difficult problems 
of actually extracting the heat from the reactors, because most of 
the common metals used by engineers for such a purpose seriously 
affect the working of the reactor. There are very important 
and expensive needs for the chemical reprocessing of fissionable 
materials, which, moreover, seem likely to imply great economies 
of large-scale and diseconomies for the small and isolated plant. 
Thus, though it is true that the cost per kW. for fissionable 
materials is low, even if pessimistic assumptions are made, and 
negligible if some of the breeding problems can be solved, there 
are specific costs of nuclear plants which will certainly eat a long 
way into the 20 to 50% savings that were treated above as a 
limiting case. Indeed, the preliminary and very uncertain 
estimates which are analysed in the pages of this book would 
seem to suggest that for some time ahead it is rather improbable 
that costs of nuclear stations can be got down to the level of 
stations based on the use of coal at coal-field prices, and may be 
25 to 50% higher. Appreciable economies would seem likely 
only in areas where there is a very large demand for electricity 
at present supplied at very high fuel prices. 

It is more difficult to proceed to other industrial applications 
because the techniques of use are even more uncertain. For the 
time being the authors believe that it is most realistic to assume 
that, even in industries like iron and steel, where a large part of 
the requirement is heat, its direct generation and transmission at 
a sufficiently high temperature to melt ore is less likely than 
the use of nuclear reactors to generate electricity for subsequent 
use in (say) iron and steel making. The discussion is therefore 
primarily concerned with the possibilities that the heavy transport 
costs involved in bringing together cheap electrical energy and 
cheap supplies of materials can be reduced. In United States 
conditions it would seem rather unlikely that sufficiently low 
costs of “‘ nuclear ” electricity can be realised to bring steel costs 
in electric furnaces below steel costs using more orthodox tech- 
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niques. In countries where very long coal hauls are a necessity 
there would seem to be slightly greater possibilities, but coal costs 
would have to be exceptionally high unless quite revolutionary 
new techniques, such as the electrolytic hydrogen sponge iron 
; process, can be carried considerably farther, and even then the 
differences of cost would not seem likely to be on the dramatic scale. 
' I have deliberately over-simplified a great deal of very de- 
tailed and careful analysis because I believe that what most of us 
have been wanting to know is whether nuclear energy is likely to 
have effects on the grand scale comparable with those of the 
introduction of the steam-engine and its harnessing to industry 
in the eighteenth and early nineteenth centuries. Obviously it is 
much too early to dogmatise. But I think the impression that 
a reading of this careful and painstaking study will yield is that 
economies on the grand scale—such as a halving of power costs— 
are very improbable indeed and that the likely changes are marginal 
and local rather than fundamental to all activity everywhere. 
AusTIN ROBINSON 
Sidney Sussex College, 
: Cambridge. 


The Rate of Interest and Other Essays. By Joan Roprnsoy. 
(London : Macmillan, 1952. Pp. viii + 170. 10s. 6d.) 

WHEN in 1937 he brought together the multiplier and the 
accelerator, Mr. Harrod set off a chain reaction which still shows 
no sign of diminishing the intensity of both light and heat it is 
radiating. He did not originate dynamic economics, but he did, 
especially in his book of a decade later (a book to which Mrs. 
Robinson attributes much of the stimulus for her latest con- 
tribution), lay out a range of valid dynamical issues for economists 
to assault. In the old days dynamics was the delicate toy of a 
few mathematical economists like Frisch and Tinbergen, but now 
it is attracting the attention of general economists in a way that 
promises to add richness and reality, along with, I fear, much 
confusion. For dynamics requires, much more than statics, a 
certain amount of mathematics to guarantee the derivation of 
valid conclusions from stated premisses. 

What has happened is more than the deflection of the Key- 
nesian drive into sounder, more dynamical directions. It is 
essentially a recasting of arguments in terms of the more funda- 
mental categories of capital accumulation, labour supply, technical 
progress and natural resources. In recurring to older problems 
there is an evident tendency to skip over neo-classical methods, 
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to state the problem in social aggregates and in terms of 
simple proportionalities, in a word, to return to Ricardian and 
Marxian types of thinking. ‘This represents an interesting 
methodological heresy, begun by Mr. Harrod and now pushed much 
farther by Mrs. Robinson. This sort of development usually has 
a reason, and the reason in this case, | would guess, is to be found 
in the fact that the complications of dynamical analysis itself are 
sufficiently great that the additional burden of analysing the 
delicate marginal adjustment of households and firms is intolerable. 
All this is well illustrated by the Rate of Interest where the author 
deals in a summary fashion with the kinds of consideration which 
occupied her so fully in Imperfect Competition. The traditional 
ring of the title, which is merely that of the first essay, should not 
discourage anyone from reading this stimulating little book, for 
in fact we find that ‘‘ the theme of these essays is the analysis 
of a dynamic economic system ”’ (Introduction). 

The book consists of the following series of essays: The 
Rate of Interest, Notes on the Economics of Technical Progress, 
The Generalisation of the General Theory, Acknowledgments and 
Disclaimers. Of these the longest, and by far the most important, 
is the penultimate. It generalises Keynes not so much by 
dropping restrictive assumptions, as by developing the dynamics 
which he so carefully avoided. As he grew older Keynes de- 
veloped a mistrust of mathematical economics, which must account 
for his altogether unfortunate attempt to state a completely 
dynamical problem in a more or less purely statical form. By 
rejecting his formulation, we are led back to a classical-looking 
series of questions about the long run. But, whereas in classical 
thought it was always a question of something running down to 
rest, ¢.g., wages to subsistence or interest to zero, the question is 
now re-phrased into a more interesting and realistic one of what 
sort of steady growths are attainable and/or maintainable. 

The discussion begins with what, effective demand apart, 
limits output at any one time. Finance is rejected as not being 
basic, however much of a subsidiary role it may have from time to 
time. Land is discarded by hypothesis, and this is no doubt 
a useful and admissible simplification for the nineteenth and 
twentieth centuries. Mrs. Robinson is careful to emphasise the 
distinction between the full employment of labour and that of 
capital equipment, and she arrives at the conclusion that “ occa- 
sions when available labour falls short of capacity are likely to be 
rare and an analysis in which capacity is treated as the short- 
period bottleneck . . . has more general application . . .” 








932 THE ECONOMIC JOURNAL [DEC., 


She then proceeds to re-state the requirements for a Harrod 
growth process. It should be noted that the conditions she gives 
on pp. 92-3 are sufficient but not necessary, since there need exist 
no steady technical progress, and linearity, not proportionality, 
of the savings function is all that is needed. After listing five 
conditions Mrs. Robinson adds another which seems to me 
unnecessary: ‘‘ These relations ensure that continuous accumu- 
lation is possible, but even when all the necessary conditions for 
steady progress are fulfilled, its realisation depends on faith ” 
(p. 95). The implication is that, having experienced a certain 
rate of growth, entrepreneurs must have faith in the continuance 
of that specific rate of growth. Surely they need only have faith in 
the continuance of currently realised sales levels. On p. 95 there 
is a numerical example in which ten years’ growth is given as 
*‘ approximately ” ten times one year’s, but the reader should be 
warned of serious error in this kind of calculation for longer 
periods. Very pertinently, the author points out that this kind 
of model is neither a description of the path which economies do 
follow nor an ideal path which they should follow; she makes use 
of it as a “ standard of reference.” 

After discussing the pure case of steady growth Mrs. Robinson 
goes on to the various vicissitudes to which the process may be 
subject, such as changes in thriftiness, excessive or deficient 
labour supply, land or finance, and variations in the price level, 
tastes or techniques. The argument is very compressed, but it 
will reward careful reading. This is mostly new ground which 
has been little worked, so that difficulties and invitations to 
further investigation appear at every turn. For example, an 
increase in thriftiness announced by a decline in consumer pur- 
chases will lead to a fall in income, which, as Mrs. Robinson says, 
is the reverse of the “ classical” answer. But this is not the end 
of the matter, nor quite a complete statement of the problem. 
The Harrod model tells us that 


dy/dt __ 
—_* 


in which y is income, f the savings ratio and p the capital-output 
ratio. An increase in 8 means necessarily an increase in the 
percentage rate of growth of income, and hence is not in conflict 
with the “ classics.”” It also means either an increase in the rate 
of growth of income or a drop in income, and the pure theory 
cannot of itself tell us in general which. Also, even if income 
drops, it will subsequently accelerate faster than before, so that 
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income will ultimately be larger as a result of the change. All 
this is on the assumption, frequently dropped both by Mrs. 
Robinson and Mr. Harrod, that we may not violate our equations. 
If we do leave the equilibrium path, the exact nature of the 
economic response mechanism must be specified. In general, they 
both assume, without adequate demonstration, that the equili- 
brium motion is an unstable one, in which case, once below it, we 
will fall farther below. We may, however, have other types of 
adaptation, such as that subsequently proposed by Mrs. Robinson 
herself (this JouRNAL, March 1952, pp. 47-8), in which the motion 
is stable. Then a rise in thriftiness would lead to a rising rate of 
growth, approaching asymptotically the new, higher equilibrium 
rate of growth. Mrs. Robinson is a convert to dynamics, and 
hence sometimes deals roughly with cherished terminology, as on 
p. 92, where she confuses stability and equilibrium. In fact, it is 
not even clear whether it is advisable to call a compound interest 
growth an equilibrium, since it contradicts even the most general 
definitions. 

“Why does not a small initial impulse produce an indefinite 
upswing in investment?” In answering the question of what 
provides an upper limit, the author rejects finance, expectations 
and even employment, for “ over-all full employment is not so 
much a bottleneck as a powder barrel ”’ (p. 130). She finds that it 
is capacity in the capital-goods trades that breaks the pattern 
of smooth growth, leading to breakdown. Beyond this, how- 
ever, she argues that it cannot be otherwise (pp. 133-4), but here 
she seems not to have carried through to its conclusion the 
Harrodian logic. There is no doubt that the constructional 
trades do not expand indefinitely, but the question is, if they 
wished to and if labour were available, could they, without 
running into difficulty? ‘‘It follows that if the same process 
were gone through again, and investment capacity increased a 
second or a third time, there would not be enough uncompleted 
schemes to make use of it, and no further rise in the rate of 
investment would occur.” To show that no such difficulty need 
arise, | have constructed an example of a two-sector economy with 
instrumental goods, wu, consumer goods, v, their corresponding 
capital stocks, k, and k,, capital-output ratios wy, = 4 and p, = 2, 
and a uniform marginal propensity to consume a = 0-9. Net 
investment is wu, and net income is u+v. The lag period is 
taken to be that of the capital goods, with a negligible lag in the 
circulation of income. At the beginning of the period each 
sector orders the increment to capital appropriate to its level 
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of output during that period, receiving it at the end of the period, 
so that the capital stock recorded is on hand and on order. We 
begin with a simple multiplier—accelerator process on the assump- 
tion that there is excess capacity in the capital-goods trades. 
It is arbitrarily assumed in the example that in period 6 we reach 
the capacity of u, so that thereafter u must fabricate equipment 
not only for » but for itself as well. In the example we have a 
successful transition to the new regime, which can now persist 
indefinitely in the future. This is a perfectly general result, and 
any example may be calculated from the following equations : 


apy + (1 — ) pu 


apy — (1 — a)(l — pn) 








U = Ut-1 


and 
_ Pu + apy] (1 — 


Vv, . a 
, fy — (1 — a)(1l — py)/a oe 








é. u om ke. u+v 
0 | 10 80 | 180 100 
: | 2 95 | 191 | 106 
2 i | 101 | 202 112 
3 12 | 107 214 119 
4 | 18 | 113 | 297 126-4 
5 | 18 120 | 240 133-0 
6 14-1 56-4 127 | 254 141-1 
7 | 148 | 592 13: | 266 147-8 
8 0 139-4 | 278-8 154-9 
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It is evident that switching from one regime to the other entails 
a reduction in the growth rate of national income from 6% to 
somewhat less than 5%. Evidently there is nothing impossible 
about the continued expansion of instrumental goods trades. 
The fact that they do not expand may be partly explicable in 
terms of expectations based on memories of the not-so-recent past. 
On the other hand, I am inclined to favour the explanation dis- 
carded by Mrs. Robinson—full-employment is a basic change in 
conditions, for further expansion can only come at the expense of 
consumer goods. True this may be a powder barrel, but it is a 
monetary explosion which in no way affects the real factors 
limiting growth. 

In the final chapter Mrs. Robinson discusses the writers who 
have most influenced her thought, in particular, Marx, Marshall, 
Luxemburg, Kalecki and Harrod. All those economists who are 
too lazy or too prejudiced to read Marx can easily mitigate their 
ignorance by reading her sympathetic and severe account of his 
system in its relation to modern economics. Space is lacking here 
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to say anything about the interesting essay on technical progress. 
The first essay, which is only loosely related to the rest of the book, 
will not bring much that is new to initiates, but should prove 


valuable to students. 
R. M. GoopwiIn 


Cambridge. 








NOTES AND MEMORANDA 


A Notre oN THE DEMAND FoR Foop 


THE statistical analysis of demand is rapidly becoming a highly 
specialised profession, many of whose techniques are intelligible 
only to the elect. For this reason the presentation of its results 
in a readily comprehensible form, as in the recent article by 
Mr. Tobin and Mr. Houthakker, is particularly welcome to those 
whose job it is to make judgments about the current economic 
situation. For the same reason, the layman inevitably hesitates 
to question the results of the professional. Nevertheless, the 
authors’ claim, that “‘ the following estimates, if properly inter- 
preted, will be of real usefulness in the consideration of economic 
policy” when taken in conjunction with the very surprising 
results presented, may perhaps excuse some lay criticism. 

2. The method adopted by Mr. Tobin and Mr. Houthakker is 
ie to construct demand equations which give the best explanation of 
if pre-war variations in the consumption of various foodstuffs and 

. then to insert into these equations the appropriate values for 
; prices and incomes in 1951. 

3. The techniques used for analysing pre-war demand are 
similar to those described by Mr. Stone in his article on ‘‘ The 
Demand for Food in the United Kingdom before the War” 
(Metroeconomica, Vol. 3, Part I, 1951), which covers a more 
extensive selection of commodities. The equations are of the 
usual form? : 

Log D=K +a log Y + b log P+ c log Q + d log Z. 

Y, P, Q and Z are indices of real income, the price of the 
product, the price of a closely related product and the price of all 
consumer goods and services. a is an omnibus and rather com- 
plicated term covering income elasticity, re-distributional effects 
and the quality coefficient. It is determined from family budget 
! data and is not discussed further here. 6, c and d are respectively 
. the own price elasticity, the cross price elasticity with a closely 
: related product and the cross price elasticity with all other 
commodities. They are determined by multiple correlation 
analysis of time series of consumption and price data. Since the 

1 In practice the analysis and presentation are usually in terms of the price 
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term Y measures real income, 0, c and d are true substitution 
elasticities and not the usual composite elasticities which take into 
account the income effect of price changes. The fact that the 
equations are linear in the logarithms of the terms means that the 
demand surfaces are assumed to be of constant elasticity. 

4. The assumption of rational consumer behaviour entails 
that, except in the case of articles of conspicuous consumption, the 
own price (substitution) elasticity of demand for a commodity 
should be negative, or at least not greater than zero. A further 
corollary is that all the elasticities with respect to price should 
sum to zero (—b+c+d=0). This, the so-called homo- 
geneity postulate, simply means that, when real income is con- 
stant, the demand for a commodity should be unaffected by an 
equi-proportionate change in all prices. An alternative formula- 
tion is that the own price elasticity of demand for a commodity is 
the sum, with sign reversed, of the cross elasticities with all other 
commodities. In other words, substitution between commodity A 
and any other commodity B depends on changes in the relative 
price of A, and the consumer is indifferent whether this be due to 
changes in the prices of A or B. It is possible to think of reasons 
why this condition may not hold completely in practice, but the 
prospect of any sensible analysis of demand becomes remote in the 
extreme if it cannot be assumed to hold fairly well. It is in fact 
assumed in the analysis under discussion, and d is determined as a 
residual. 

5. There are certain obvious shortcomings in the methods 
adopted by Mr. Tobin and Mr. Houthakker, some of which they 
explicitly recognise. The shortness of the time series used for 
estimating the pre-war price elasticities means that the margins 
of error are fairly wide. The assumption that demand surfaces 
are of constant elasticity may be legitimate for small changes in 
relative prices, but it is more suspect. when maintained for the 
very large variations in relative prices which have occurred over 
the last thirteen years. The assumption that changes in tastes 
can be neglected becomes particularly dubious when applied to a 
long period during which the pattern of consumption has been 
systematically distorted by rationing and shortages. Gastronomic 
habits may well have been changed as substantially and per- 
manently by the experience of the Second World War and its 
aftermath as were smoking habits by that of the First. 

6. These defects, however, give no legitimate grounds for 
complaint. When bricks have to be made with so little straw, 
who can grumble if they crumble somewhat. But one charac- 
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teristic of both the Stone and the Tobin—Houthakker equations 
for pre-war demand is so surprising that the reader may properly 
object, either that there is a systematic implausibility about the 
results, or that the demand analysts have left a new and highly 
important conclusion about the nature of consumer demand merely 
to be deduced from the signs of the elasticities explicit or implicit 
in their tables. 

7. Mr. Tobin and Mr. Houthakker give equations for twelve 
rationed commodities, and introduce a closely related product into 
nine of the equations. Mr. Stone analyses twenty-seven com- 
modities, and introduces a closely related product in fifteen cases. 
In seven of the nine cases given by Mr. Tobin and Mr. Houthakker 
and in eight of Mr. Stone’s fifteen cases, the (positive) cross price 
elasticity with the closely related product is greater than the com- 
modity’s own (negative) price elasticity. It follows from the 
homogeneity postulate that in all such cases the cross elasticity 
between the commodity and all other goods and services must be 
negative in sign; t.e., that the relationship is complementary on 
balance. Since individual complementary products are not intro- 
duced into any of the equations, the implication is that there are 
small complementary relationships with a considerable number of 
other commodities. 

8. Complementarity has customarily been treated in demand 
theory as an interesting exception to the normal rule of com- 
petitiveness. Indeed the writers of text-books have often shown 
some embarrassment in illustrating the case, and have usually had 
to make do with the well-worn examples of mustard and beef 
or left shoes and right shoes. It is, therefore, to say the least, 
surprising to be confronted with the implication that the structure 
of demand is riddled with complementary relationships. 

9. Indeed, the dominant emotion is more likely to be doubt 
than surprise. Almost perverse ingenuity is needed to imagine 
circumstances in which it is frequently the case that a commodity 
is closely competitive with one other, significantly complementary 
with a considerable number of other goods, and is virtually inde- 
pendent of all the rest. And even the most perverse imagination 
would boggle at the task of justifying, say, the Tobin-Houthakker 
equation for bacon, which implics that an equi-proportionate fall 
in the price of meat and bacon (all other prices remaining constant 
and a compensating adjustment being made to money income) 
will reduce the demand for bacon substantially. 

10. More specifically, if the individual equations for carcase 
meat and bacon are used to estimate free demand for meat and 




















1952] A NOTE ON THE DEMAND FOR FOOD: REJOINDER 939 


bacon as a whole, the result suggested is that free demand was 
roughly 20% lower in 1951 than in 1938. Since real income per 
head has risen somewhat and the relative price of all types of meat 
and bacon was lower than in 1938, the implication is that the own 
price elasticity of demand for meat and bacon as a group is positive. 

11. This comment has been regrettably negative. It may, 
however, have served a useful purpose if it stimulates the statis- 
ticians to re-examine their methods or alternatively to describe 
the sort of world in which their equations might be plausible. 

J. Downtz 
London. 
REJOINDER 


We sympathise with Mr. Downie’s surprise and doubt. Con- 
cerning his paragraph 10, we pointed out this defect in our esti- 
mates in the footnote on p. 110. It seems likely that this defect 
is due to the failure of the “‘ single equation methods ”’ (see p. 
107), when applied to specific kinds of meat, to separate the 
demand relationships we were trying to estimate from other demand 
and supply relationships among the same variables. His other 
criticism is that our estimates typically imply “small com- 
plementary relationships with a considerable number of other 
commodities.” This implication, while theoretically quite con- 
ceivable, strains Mr. Downie’s credulity. His scepticism may 
well be justified. But intuition, in our opinion, is often a poor 
guide in a multi-dimensional world, even when it has been trained 
in the two—or three—commodity world of text-books. Our 
intuition does not tell us whether this result is unreasonable or 
not, and we do not think the difficulty of text-book writers in 
finding examples of extreme complementarity with one other 
commodity indicates anything concerning the existence of “ small 
complementary relationships’ with many commodities. Some 
day, perhaps, statistical data and methods will permit the esti- 
mation of many more cross-elasticities than we were able to 
estimate, and the interesting question which Mr. Downie has 
raised can be more thoroughly investigated. 

H. S. HouTHAKKER 
JAMES TOBIN 


THE TRANSFER PROBLEM AND TRANSPORT COSTS 


Ir is a misfortune of longevity that things which one wrote 
long ago survive in, or become incorporated into, later versions 


of one’s books. When errors are found in these things or criticisms 
No. 248.—vo.L, Lxm. 3Q 
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directed against them, it is only with extreme difficulty that the 
antiquated author can bring his mind—what is left of it—to bear 
on them again. And yet it is discourteous for him not to try, 
especially when the critic is so generous and discriminating as 
Professor Samuelson. Quite recently in an article in Oxford 
Economic Papers he put me right on some points connected with 
index numbers in an early chapter in 7'he Economics of Welfare. 
Now he is at it again !—the victim this time being A Study in 
Public Finance or rather an article written in 1932 and afterwards 
incorporated in a revised edition of that volume. 

In that article I had set out, for a carefully restricted model in 
which costs of transport were supposed to be nil, the condition 
that must be satisfied in order that reparations payments shall 
turn the terms of trade against the reparations-paying country 
(say Germany) in favour of the reparations-receiving country (say 
America). The condition found was that 


The slope of the marginal utility curve of the representative American for German goods 











The slope of the marginal utility curve of the representative American for American goods 
is greater than 


The slope of the marginal utility curve of the representative German for German goods 


The slope of the marginal utility curve of the representative German for American goods. 








This is equivalent to Professor Samuelson’s condition, and there 
is no need to argue about it. Whereas, however, I had main- 
tained that there is a substantial a priori probability that this 
condition will be satisfied, Professor Samuelson maintains that, 
on the plan of my model with transport costs zero, it is just as 
likely, so far as a priori considerations go, that the terms of trade 
will be turned in favour of as against the reparations-paying 
country. This is the issue. 

I wrote: “In the absence of special knowledge it is proper 
to presume that the elasticity of a man’s marginal desire for using 
respectively. such quantity of home produced goods and such 
quantity of imported goods as are available to him are equal ” (A 
Study in Public Finance, p. 184). Given the assumption that each 
region consumes the predominant part of its own output, this implies, 
as brief reflection shows, that the above condition is satisfied. 
Professor D. H. Robertson, in a passage which Professor Samuel- 
son quotes, gets the same result directly without going through the 
motions about elasticities : 

** Normally it may be presumed that any country is more 
easily glutted by receiving a given-size extra wad of foreign 
goods than by receiving an equal extra wad of home-made 


goods, but is less severely inconvenienced by going without a 
given-sized wad of home-made goods than by going without 
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an equal wad of foreign goods. Its utility schedule for 
foreign goods is steeper in both directions than its utility 
schedule for home-made goods” (Economic JOURNAL, 
June 1952, p. 292). 
Professor Samuelson finds this presumption “not unplausible.”’ 
But, equally with what I wrote, it turns on the assumption 
that each region consumes the predominant part of its own 
output. 

Professor Samuelson holds that that assumption is inconsistent 
with the proviso that transport costs are in a literal sense zero. 
For if that were so, “the place of origin of a good would be 
completely a matter of indifference to the consumer ”’ (p. 292). 
Consequently, if literally nil costs of transport are assumed, 
nothing can be said about the a priori likelihood of the terms of 
trade being turned in one direction rather than in the other. 
Now we are, I think, bound to agree that, if nil costs of transport 
are assumed and no other condition is introduced, Professor Samuel- 
son’s conclusion follows: and I grant that, in constructing my 
model, I did not in fact formally introduce any other condition. 
Thus Professor Samuelson has caught me out. But is not his 
point a point of pedantry? Why should we not make a model in 
which nil costs of transport prevail but, nevertheless, for reasons 
independent of costs, each region does in fact consume the pre- 
dominant part of its own output? Or why should we not make 
one in which each region consumes the predominant part of its 
own output, while, for the part which it is exporting, there are no 
costs of transport? There is surely no internal inconsistency in 
such models. Moreover, I am inclined to guess, from Professor 
Samuelson’s sympathetic refererice to Professor Robertson’s 
suggestion, that in regard to them he would allow that the terms 
of trade would probably be turned against the reparations-paying 
country. 

The question then is: Does a model modified on these lines 
give a truer, or less untrue, picture of the real world than an un- 
conditionally nil cost model? I am inclined to think that it does, 
and so provisionally to infer that in the real world the imposition 
of reparations payment on any country will probably turn the 
terms of trade against that country. But, since Professor Samuel- 
son has promised a further study of the implications of various 
types of transport costs, I stress the word provisional. 

A. C. Picou 


‘ 


King’s College, 
Cambridge. 
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STERLING BALANCES AND THE COLONIAL CURRENCY System 


In a Note on “ The Sterling Balances of Colonial Territories ” 1 
Dr. Greaves discusses the sterling reserves of the authorities 
concerned with the issue of Colonial currency, and concludes 
that “‘in no sense are they an overseas loan to this country.” 
The present Note argues that Dr. Greaves’ exposition fails to 
reveal the real burden, in the form of forgone imports, which the 
existing currency system imposes on the Colonies. No attempt is 
made here to assess the general merits or demerits of the system. 
The aim is merely to examine the significance of the sterling funds 
which constitute the backing of Colonial currency issues. 

The currency system of the Colonies, with all its variations, 
has been described in a well-known article in the Economic 
JOURNAL.” Broadly speaking, it is a sterling exchange system 
under which a currency issue may be expanded only if an 
equivalent value of sterling is deposited with the relevant currency 
authority. Conversely, the issue may be contracted by paying 
Colonial currency into the authority in exchange for sterling. 

A Colony’s currency circulation can be expanded if sterling 
earned by her exports is paid into the currency authority. 
Colonial currency obtained in this way may be treated as an 
import paid for with export earnings. Other imports have to 
be given up if an increased currency supply is to be acquired. 
Looked at in another way, to obtain currency the Colony is 
compelled to invest abroad a part of its export receipts, accepting 
in return paper (or coin) titles which circulate as local currency. 

But the sterling needed to gecure an expansion in the currency 
issue need not be earned by exports. If there are sterling loans 
to the Colony the proceeds can be deposited with the currency 
authority in exchange for local currency. In other words, 
currency expansion can be “ financed with sterling from banking 
or trading accounts somewhere in the United Kingdom.” 

A likely circumstance in which a currency expansion will be 
financed in this way is when an expatriate trading company 
requires local currency to carry on its activities in the Colony. 
Where the company deals in an export crop produced by peasants, 


1 Economic JOURNAL, June 1951. 

2 Clauson, “ The British Colonial Currency System,’”’ Economic JouRNAL, 
April 1944. See also ‘‘ Monetary Systems of the Colonies,” reprinted from The 
Banker, 1950; Sir Gerard Clauson, ‘‘ The Colonial Empire,” a lecture published 
by The Institute of Bankers; and ‘‘ The West African Currency Board,’ The 
United Africa Company, Ltd., Statistical d& Economic Review, No. 8, September 
1951. 3 Greaves, op. cit., p. 436. 
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at the beginning of the buying season it will need currency with 
which to make its purchases from the Colonial peasant producers. 
If sterling is deposited with a United Kingdom bank, funds will 
be made available to be drawn on by the trading company in 
the Colony. If bank holdings of the Colonial currency are 
insufficient to cater for the demand, sterling will be paid into the 
currency authority and the local currency issue by the authority 
will be expanded. Up to this point it is clearly the expatriate 
trading company which has financed both the increase in its 
own Colonial currency resources and the expansion of the total 
issue from the authority. The additional currency has not 
been obtained with sterling earnings of the Colony. But this 
is only the beginning of the process. The trading company 
pays out currency to the local producers in exchange for their 
export crops. The company is now no longer responsible for 
financing the expanded currency issue. Certainly the sterling 
equivalent was originally advanced by the company, but the 
Colonial currency it acquired has been paid out in buying produce. 
It has not been given in loans to Colonial producers, though 
advances are often made to middle-men. Once the produce 
has been purchased by the company it cannot be reasonably 
argued that the expanded currency issue is being financed with 
sterling from a United Kingdom trading account.1 But while 
the currency supply remains at its higher level, and is not paid 
into the currency authority in exchange for sterling, someone 
must be advancing the sterling equivalent of the increased issue. 
The local producers have become the holders of the additional 
currency. So long as they continue to hold it, it is they who 
are financing the currency expansion. The income from exports 
constitutes a claim on imports; that is, a claim on sterling. 
While currency is held in circulation that claim is not being 
enforced. The holders of the currency are, in effect, lending 
abroad in sterling. 


1 Until the produce it has bought has been re-sold, the trading company 
is not reimbursed in sterling, and still has financial resources tied up in its stocks 
of produce. But investment of capital in commodity stocks is the function 
of the trading company. It is a function it would have to carry out irrespective 
of any complications introduced by the currency system. Financing the holding 
of commodity stocks must be distinguished from financing an increase in the 
currency issue under a sterling exchange standard. It may be remarked here 
that the development of the Marketing Board system in West Africa has affected 
the stock-financing function of the trading companies in those Colonies, though 
it has by no means eliminated it. See ‘‘ Some Financial Aspects of Trading in 
West Africa,” The United Africa Company, Ltd., Statistical & Economic Review, 
No. 4, September 1949. 
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The local producers of the export crop may be considered to 
allocate their income between expenditure on imports, expenditure 
on home produced goods and saving. Eventually an amount 
equal to the whole of the export earnings of the producers will 
“ leak into either imports or saving. The expenditure on home- 
) produced goods will generate local incomes by the operation of 
the multiplier, the relationship between the value of export 
income and of total income generated depending on the magni- 
tudes of the propensities to consume and to import. The incomes 
created by expenditure on home-produced goods will themselves 
be partly saved and partly spent on home-produced goods and 
on imports. At the end of the process the resulting imports 
and saving will together equal in value the initial export earnings. 

The expenditure on imports reduces the volume of Colonial 
currency in the hands of the public, and increases that in the 
hands of trading firms and of the banks. If these wish to keep 
their Colonial currency holdings unchanged, currency will be 
returned to the currency authority, the currency issue and the 
authority’s sterling holdings being reduced by an equal amount. 
’ The saving may take the form of an increase either in bank 
balances or in the public’s cash balances. If the Colonial currency 
deposited with the banks by savers is superfluous to their needs, 
it will be returned to the authority. The increase in the public’s 
cash holdings constitutes the expansion of the hard core in 
circulation which has been a familiar feature of Colonial currency 
experience. Part of the increase will consist of income which 
individuals have decided not to spend but to hold in cash; part 
of it will be in the form of “‘ transactions balances,” if extra cash 
is needed to finance a growing internal cash economy. Equally 
with the first, this second part of the increased cash holding is 
saving, for it results from witholding current income from con- 
sumption, and is not merely a re-shuffling of the form in which 
existing assets are held. 

It may be concluded, that the increase in currency issue 
outstanding at the end of the process just outlined represents an 
equivalent amount of Colonial saving. And this saving has its 
counterpart in investment abroad. Sterling earnings, which 
would otherwise be available for purchasing imports of goods 
and services, are tied up in the reserves of the currency authority. 


1 If the West African Currency Board may be taken as typical in this respect, 
these reserves are overwhelmingly invested in United Kingdom Government 
securities, although the regulations permit investment in “‘ sterling securities 
of the Government of any part of His Majesty’s dominions ” (Regulation 11 of 
the West African Currency Board). 
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In practice this process may not work itself out. It is only 
likely to do so where the value of the export crop is stable from 
year to year. Then, the net increase in currency issue will arise 
only from the demand for cash “ hoards’! and from the needs 
of the growing internal money economy of the Colony. Where 
the value of exports is rising, as a consequence of either quantity 
or price increases, the demand for currency will be expanding 
at a greater rate. Currency may not be returned to the authority 
for redemption if demand for it in the Colony is rising sufficiently. 
Colonial currency paid over for imported goods, or deposited 
with the banks by savers, may be retained by the trading com- 
panies or the banks to provide for their expanding currency 
needs. The currency authority will be called upon only to issue 
Colonial currency in exchange for sterling and not to redeem 
currency already issued.2 No fundamental change in the con- 
clusion is necessary to take account of this possibility. It will 
still be true that, over any period, an increase in the issue from 
the currency authority will be financed by Colonial saving, except 
to the extent that currency is temporarily held by expatriate 
trading companies or banks before being paid out to Colonial 
residents in exchange for produce or for service rendered. 

It would thus appear that while initially an increase in a 
Colonial currency issue, and in the sterling holdings of the currency 
authority, may be “financed with sterling from banking or 
trading accounts somewhere in the United Kingdom,” before 
long it comes to be financed by saving from Colonial sterling 
income. 

ARTHUR HazLEWwooD 

Oxford. 





OFFICIAL PAPERS 


Economic SuRVEY OF EUROPE 


For a Report? that has reached the maturity of its fifth 
year of issue without loss of adventurousness, largeness of vision 
and readability, praise is superfluous. But a word of approval 
may be offered for its appearance, unlike the present review, with 
great promptitude, almost before some of the events to which it 
relates had occurred. The Economic Survey of Europe remains the 

1 Assuming little development in the use of savings institutions. 

2 This is what happened in West Africa in every year but one since 1940/41. 


3 Economic Survey of Europe in 1951. (Geneva: The Economic Commission 
for Europe, 1952. Pp. xii + 243. 11s.) 
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best guide through the tangle that makes up one year of modern 
economic history. By getting the tangle sorted out a little earlier 
in the year, the Survey makes it correspondingly easier for the 
intelligent but breathless European to keep pace with events and 
even to catch a glimpse of where they are taking him. On this 
occasion, the Survey is also issued as one of the Economic Bulletins 
for Europe, and this may account for the inclusion of two special 
studies more appropriate to such a Bulletin—one on economic 
developments in the U.S.S.R. and one on the European coal 
problem. 

Apart from these chapters, the Survey concentrates on short- 
term problems, faithfully reflecting the swamping during 1951 of 
the longer-term anxieties that were frequently uppermost in 
previous years. It makes it abundantly clear that the great 
oscillations that took place were not the direct product of re- 
armament, since in no European country (except possibly the 
United Kingdom) did the government increase its claim on real 
resources by more than the annual increment in production, or, 
indeed, by more than 23%. It was neither rearmament nor fixed 
capital investment that did the mischief but, beyond question, 
stocks, and only a limited range of stocks at that. The year will 
always stand out as an example of how economic fluctuations are 
aggravated if stocks are allowed to get out of hand. Numerous 
examples of this occur throughout the Survey: the violent 
fluctuations in raw-material prices first during the scramble for 
stocks and later when stock-piling was discontinued or lost its 
attraction; the strongly favourable trend in sterling during 1950, 
when Britain was running down stocks, and the even more spec- 
tacular trend against sterling when the re-building of stocks was in 
progress late in 1951; the coal shortage in 1951, when a (probably) 
quite small fluctuation in consumption about an upward trend 
during 1950 and 1951 was translated, first into a rise in stocks 
and a check to production and shortly afterwards into a struggle to 
build up stocks and a consequent panic over coal supplies. The 
same story is being repeated in textiles; relatively small changes 
in consumer demand, ballooning at each successive stage, have been 
inflated to the dimensions of a major slump in yarn production. 

It is one of the weaknesses of the Survey that, although it 
recurs to the subject of stock-building, it does not sufficiently 
relate it to monetary policy. The main purpose of monetary 
policy in 1951 should have been to put pressure on stocks except 
where it was deliberately intended to maintain or increase them. 
On monetary policy, however, the Survey is rather perfunctory 
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and hums and haws a good deal. At one point we are told that 
“short rates were not raised sufficiently to have much direct 
effect on current production and trade, nor were the higher levels 
of long-term rates such as to have much effect on fixed invest- 
ment ”’ (p. 120). But the first statement is immediately contra- 
dicted in relation to “light industry,” and credit policy appears 
on the next page as “ an important contributory factor ”’ to the 
recession in the demand for consumer goods—in the case of 
Western Germany apparently the sole factor (p. 122). The 
second statement is also in contradiction with other passages, 
including one which names shortage of credit as “‘ the determining 
cause in the decline in the number of new houses started in many 
Western European countries.” Credit restrictions are accepted 
as an appropriate weapon for combating inflation, but simul- 
taneously regarded with some repugnance where they were 
effective; and their effectiveness is measured throughout in 
relation to their internal, rarely if ever to their external, impact, 
which was commonly the immediate consideration of the monetary 
authorities. 

The Survey is also rather unsatisfactory in its treatment of 
consumption. It seeks to argue that inflation has operated in 
Western Europe so as to relieve the pressure of demand “ at the 
expense of the largest class of consumers.” It also maintains 
that the share of consumption in real income (excluding govern- 
ment expenditure) has “almost everywhere fallen.’’ Neither 
statement is altogether borne out by the statistical evidence. 
Between the third quarter of 1950 and the third quarter of 1951 
real wages rose in seven out of twelve countries listed (Table 52) ; 
in France and Italy (which are not mentioned in the text) con- 
sumption rose faster than any other element in the national 
income, and in the United Kingdom consumption increased while 
real income, after providing for defence, etc., fell. 

The Survey is unrepentant on its thesis of a year ago that an 
appreciation of exchange rates would have been the only satis- 
factory method of combating inflation in 1951. It is fair to 
point out that by the time the 1950 Survey appeared import 
prices had already passed their peak. But apart from this it is 
not easy to devalue one year, revalue the next and leave everybody 
guessing what you propose to do the following year. It is par- 
ticularly difficult if your reserves are negligible and your exchange 
control defective. There may be a case for freely variable 
exchange rates; but no country has yet successfully appreciated 
when the pressure on its exchanges was all the other way. 
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It was one of the curious features of 1951 that, of the raw- 
material shortages that threatened at the outset, those that 
proved really serious were in materials that Europe normally 
exports not, as had been feared, in materials of which she is a net 
importer. Sulphur is hardly mentioned in this year’s Survey, 
but coal and steel fill half a chapter. It was not altogether 
surprising that the shortage of steel should be felt acutely as re- 
armament began to get under way; but it was hardly to be 
expected that this shortage should result mainly from the high 
level of steel exports from Europe to the United States. It was 
still less to be expected that Britain, the chief victim of the 
shortage, should allow her export price to lag far behind the price 
of other European competitors until well into 1951 (p. 51) and 
leave the domestic price virtually unchanged until the second half 
of the year. If the raw-material shortage cost Britain heavily, 
the cost was inflated by a mistaken price policy. The Survey 
rightly comments on the “ rather heavy burden ”’ of maintaining 
abnormally low prices for engineering products in face of a buoyant 
demand (p. 94). 

As to the longer-term problems, 1951 brought out more clearly 
than any previous year the dilemma that Europe can suffer 
almost as much if the United States does buy raw materials and 
foodstuffs as it suffers through the absence of a large demand in 
the United States for imported manufactures. Europe’s power to 
balance her accounts with the rest of the world, and in particular 
with North America, remains weak largely because of the high 
proportion of raw-material requirements that have to be met from 
abroad. But is this inevitable? One-third of all Western 
Europe’s imports from overseas consists of cotton, wool and 
mineral oil (including oil products). Surely this is a proportion 
that could be reduced if capital investment were on a sufficient 
scale. How much more urgent it is for Europe to solve her raw- 
material problem than her housing problem—and how much less 
effort and capital has gone to the first compared with the second ! 

One of the great merits of the Survey is that it forces the 
reader to view economic policy from a European rather than a 
national angle. But even this widening is not always sufficient 
to bring events into focus. One has at times to look at Europe 
from outside, from the point of view of the United States, for 
example, or of those “ other countries ”’ that flit in and out of the 
tables so conveniently. No one is likely to fail to do justice to 
the importance of the United States, and indeed the course of 
events there is given pride of place at the very outset. But there 
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has always been a danger that less than justice would be done to 
third countries, although, as 1951 showed very clearly, they have 
an impact at least as powerful on Western Europe as the United 
States. They provide the back door to the dollar problem and the 
front door to the sterling problem. The Survey is far from 
neglecting them; but it does not tell us how, in the aggregate, 
they responded to changes in their balance of payments with the 
United States on the one hand and Western Europe on the other. 

Of the two new chapters that have been included in this Survey, 
that dealing with economic developments in the Soviet Union is 
an interesting exercise in the making of bricks without straw. 
Soviet figures for 1950 indicate that while the gross output of 
agriculture (in which half the population is employed) was 25 
billion roubles at 1926-27 prices and net agricultural output 
considerably lower, the national income of the U.S.S.R. was 
210 billion roubles at the same prices, and the State budget at 
current prices amounted to 420 billion roubles. This is a pretty 
confused situation to straighten out; and matters are not made 
any easier for the International Secretariat acting as straighteners 
when they cannot reject out of hand the official U.S.S.R. estimate of 
an increase in national income in real terms by 64% between 1940 
and 1950 and in real working-class incomes by 62% over the same 
period. 

The Survey makes it clear that consumption cannot have 
risen very much over those ten years. In spite of the absence of 
any Official price indices it gallantly supplies an index for invest- 
ment goods (which shows a fall of 9% between 1940 and 1945) 
and one for consumer goods (which uses the price of a newspaper 
as a measure of changes in the cost of services). With the help of 
these indices it comes to the conclusion that the share of consump- 
tion in the Soviet national income was as high in money terms in 
1950 as in 1940, but much less in real terms. If the calculations 
showing a rise of only 7% in agricultural output, no increase in 
the output of leather shoes and a fall in the output of cotton 
fabrics (in spite of a big increase in cotton crop) are accepted, 
the total increase in the national income can hardly have been 
more than 20-30%. A figure of 23% is reached at one point, 
but heavily qualified in a footnote. The increase in national 
income per head would, of course, be a good deal less. 

A rough calculation of Soviet expenditure on defence yields a 
total about two-thirds greater in 1951 than in 1940 at constant 
prices. No doubt the basis of calculation is extremely hazardous. 
But the very large increase in the output of production goods 
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compared with consumer goods over the past ten years gives 
some colour to it. 

The final chapter gives a valuable survey of trends and policies 
in the production and consumption of coal. It takes for granted, 
without much elaborate argument, that Europe is in for a pro- 
longed shortage of coal, and goes on to discuss what can be done to 
alleviate it. Analysis of coal statistics is a rather humbling 
introduction to economic forecasting, and there are few who 
succeed in avoiding the opposite dangers of extreme optimism or 
pessimism. It will be surprising if the Survey proves an exception. 
It needs more than a footnote to establish that European coal 
consumption will be 80 million tons higher in 1956 than in 1951 
especially when, a few pages earlier, it has been shown that 
Europe used only 64% more energy and a great deal less coal in 
1949 than in 1929 (incidentally, the rate of increase in British 
industrial production after 1913 should not nowadays be based on 
Hoffmann’s index). Production of coal might increase by 60 
million tons “ if present policies are adhered to ”’ so that it would 
require no great overestimate of the upward trend in consumption 
to convert the prospective shortage of coal in 1956 into a surplus. 
On the other hand, it is worth more emphasis than the Survey 
gives that, without open-cast supplies, British exports of coal 
would cease altogether and that 45% of British underground 
miners are over forty, compared with 35% before the war. 

It is a pity that in this part of the discussion there should be 
no analysis of the trend in coal consumption and that in the table 
that comes nearest to providing data on this (Table 78), the 
figures for Great Britain should be hopelessly wrong. It would 
also have been useful to have. had a fuller analysis of trends in 
different types of solid fuel and of the failure of price policy to put 
pressure on consumers to economise the scarcer and more costly 
grades of coal. Another defect of this chapter is that it reads 
far too much like an attack on the N.C.B. and B.E.A. along lines 
that have little novelty, and that it puts a disproportionate 
emphasis on British experience. It would be more in place, for 
example, to discuss electricity policy in combination with a similar 
treatment of other fuels like gas, on which little or nothing is said. 

But if one may cavil at this or that feature of the Survey and 
challenge this or that conclusion, it is still a most impressive and 
measured account of Europe’s problems. Here is material in 
plenty for those who have to decide economic policy. 


A. K. Carrncross 
University of Glasgow. 
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IncoME TAx DaTA ON REGIONAL INCOMES OF THE UNITED 
Kinepom 


Amonest the new material published in the ninety-fourth 
annual report of the Commissioners of H.M. Inland Revenue ! are 
a number of regional analyses which constitute a welcome addition 
to the information available on the regional distribution of in- 
comes within the United Kingdom. It is encouraging to learn 
that there are plans to include in subsequent reports further 
regional analyses on the lines of those already published. In the 
current report two kinds of data have been subjected to regional 
analysis : 


(1) The 1949-50 returns of assessed incomes under 
Schedule D (trading profits) and under PAYE have been 
analysed by the twelve Standard Regions of the United 
Kingdom; for Scotland and Northern Ireland there is a 
further breakdown of trading profits by industries. 

(2) The results of the 1949-50 Income Census based on a 
10% sample are given for the four countries of the United 
Kingdom—England, Wales, Scotland and Northern Ireland— 
and by income groups within each country. The object of 
this note is to see how far the information so far published 
by the Inland Revenue Commissioners can be used to 
estimate a regional breakdown of some of the principal social 
accounting aggregates. 


The chief disadvantage of the income-tax-assessment figures 
as a basis for regional income estimates is that assessments are 
related to regions where the tax is assessed or collected rather than 
to region of residence of the tax-payer. The allocation of profits 
under Schedule D, for example, normally depends on the location 
of the head office of the business concerned. Consequently, the 
figures for London and the South-east include the profits of con- 
cerns whose main works and most of whose employees are situated 
in other regions: conversely, the profits figures for, say, Wales 
will fall short of the actual total earned by individuals or enter- 
prises operating in the region because some large Welsh concerns 
are assessed in the other regions. Similar but less substantial dis- 
tortions arise in connection with Schedule E (PAYE) assessments. 
In this case incomes are allocated to the region in which the tax 
is remitted to the Inland Revenue by the employer. Some large 


1 Report of the Commissioners of H.M. Inland Revenue for the year ended 31st 
March 1951 (Cmd. 8436). (London: H.M.S.O., 1952. Pp. 180. 6s.) 
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employers, such as the railways and certain multiple shops, 
centralise the remittance of tax. Such centralisation tends 
further to overweight the share of the London region in the 
national total, but it occurs also in other regions. In addition, a 
proportion of Schedule E income (over 6% in 1949-50) is not 
allocated to regions at all because tax is assessed at special tax 
offices regardless of the tax-payer’s place of work: this category 
includes the earnings of the Armed Forces, the majority of the 
non-industrial Civil Service and merchant seamen. 

The Income Census provides a more satisfactory kind of 
information from the point of view of regional analyses, because 
tax-payers have been allocated to regions by reference to their 
main place of assessment. How much difference this distinction 
makes can be broadly observed by comparing the results for 
England, Wales, Scotland and Northern Ireland under the two 
methods of allocation. The comparison is necessarily broad and 
tentative, however, since the Income Census results may contain 
sampling errors, and since the assessment figures also contain 
some degree of estimate (e.g., estimates of additional assessments 
and discharges to be applied in later years). The Income Census 
is a census of personal incomes only, and hence an attempt to 
assess the implications involved in allocating company incomes by 
place of assessment must await the publication of regional results 
of the Census of Production. 

For two categories of income which can be calculated both 
from the income-tax-assessment results and from the Income 
Census results the percentage allocation by countries of the 
United Kingdom is shown below. 


TABLE | 
Personal Assessed Incomes by Countries, 1949-50 


Expressed as percentages of the United Kingdom totals 





Profits and professional | Wages and salaries. 














| 

| earnings. 

|———__-——_- ea 

Schedule D ; 

| Income | (individuals | Tcome PAYE. 

census. | and firms). | Ss. | 
England . : 4 83-1 | 81-7 86:1 86-0 
Wales ‘ ; ; 4-3 | 4-7 | 4-1 3°5 
Scotland . s | 10-8 11-4 8-4 | 8-9 
Northern Ireland : 1-8 2-2 | 1-4 1-5 





On the assumption that the Income Census percentages are 
the more reliable as an indication of the incomes of residents in 
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each region it can be deduced from the percentages in Table I that 
Schedule D assessment data overstate the profits of residents in 
the regions outside England. This suggests that a number of 
traders and small firms whose main place of assessment and, 
probably, whose residence is in England earn profits in Wales, 
Scotland and Northern Ireland. The difference is proportionately 
quite large for Northern Ireland and Wales, but the possibility of 
there being sampling errors in Income Census results for the small 
countries reduces the significance of the discrepancy. 

As far as the distribution of wages and salaries is concerned the 
differences are not of the same kind. It would appear that PAYE 
assessment data understate the share of Wales in the national 
wage bill, presumably because some firms operating in Wales 
have centralised their tax remittances at offices outside Wales. 
For Scotland and Northern Ireland, on the other hand, the PAYE 
assessments overstate the share of these regions, though the 
difference is not significant for Northern Ireland in view of the 
sampling errors. As far as Scotland is concerned this result 
would suggest that the tendency for firms to centralise tax de- 
ductions outside the country is negligible and may be more than 
outweighed by a tendency to centralise tax deductions within 
Scotland. 

In sum, therefore, although the assessment figures for Scotland 
seem to survive both comparisons without serious discredit, the 
results for the smaller countries suggest that any attempt to 
allocate incomes regionally on the basis of the assessment figures 
might involve considerable margins of error. 

A more reliable breakdown of personal incomes might be cal- 
culated on the basis of the Income Census in spite of the sampling 
errors which arise for smaller regions. The main difficulty 
involved in using the Income Census results, however, is that they 
do not apply to incomes earned in any one year. For example, 
profits and professional earnings assessed in 1949-50 relate to 
incomes arising in the trader’s accounting year 1948-49, while 
dividends or salaries and wages largely arise in the year of assess- 
ment. If we could assume that the distribution of income as 
between regions did not vary greatly over the period 1948 to 1949— 
50, then we could apply the Income Census percentages for 
different categories of income to national totals for the correspond- 
ing categories as shown in the official White Paper estimates.* 

Some idea of the errors involved in this latter assumption can 


1 Preliminary National Income and Expenditure Estimates, 1948 to 1951. 
H.M.S.O., March 1952. Cmd. 8486. 
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be gained by comparing the distribution of assessed incomes by 
countries over this period. Over the three years 1947-48 to 
1949-50 Scotland’s share in income assessed under PAYE varied 
from 8-06 to 8-33% of the United Kingdom total, and Northern 
Ireland’s from 1-32 to 1-41%: Scotland’s share in trading profits 
of individuals and firms assessed under Schedule D varied from 
11-00 to 11-16% of the United Kingdom total, and Northern 
Ireland’s from 1-74 to 2-16% (a discrepancy which was partly 
due to the fact that farmlands of an annual value of less than 
£100 were assessed under Schedule D in 1949-50 instead of under 
Schedule B as in 1948-49): Scotland’s share in trading profits 
of companies and public enterprise varied from 7-45 to 8-11% of 
the United Kingdom total, and Northern Ireland’s from 0-96 
to 1:23%. No information was available for Wales in this con- 
nection, but it can be assumed that the smaller the region the 
greater the proportionate variability of its share in the national 
total and the greater the margin of error involved in applying 
percentages derived from other years. 

The results of an attempt to apply the percentages of the 
Income Census to official national totals are shown below in 
Table II, which contains estimates for the three main categories 
of personal incomes in 1948 and 1949 by countries of the United 
Kingdom. 


TABLE IT 


Personal Incomes of the United Kingdom: Estimated Distribution 
by Countries 1948 and 1949 


























£ millions 
United |, r1,, | Seot- | Northern 
Kingdom. England. | Wales. | land. Ireland. 
1. Wages and salaries, | | | 
including pay and | | 
allowances of | 
Armed Forces : | 
1948 ; 6,456 5,557°1 261-6 | 543-5 93-8 
1949. ‘ : 6,881 5,911-8 280°8 | 585-9 102-5 
2. Profits and _profes- 
sional earnings: | 
1948. 5 ‘ 1,288 | 1,067-8 64-6 129-8 25-8 
1949. , , 1,350 | 1,119-0 68-6 | 135-1 27:3 
3. Rents, dividends and | 
interest : 
1948. ‘ ‘ 1,296 1,125-3 40-4 | 109-9 20-4 
1949. s : 1,320 1,145-7 41-2 | 112-1 | 21-0 
4. Total personal in- | 
comes : | | 
1948. : . 9,040 | 7,750-2 366-6 | 783-2 | 140-0 
1949 ‘ 8,176-5 | 
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In making these estimates allowance was made for the fact 
that the proportion of total incomes above the exemption limit 
varies from region to region. The necessary adjustment to the 
estimates of incomes below the exemption limit was made by 
analogy with the small incomes. It is assumed, in effect, that the 
relative proportion which unexempted incomes below £300 per 
annum for a particular country bore to all unexempted incomes in 
that country could be used to estimate the relative proportion of 
exempted to all personal incomes in that country—telative, that 
is, to the corresponding proportions for other countries. This 
amounts to assuming that there is a similarity between regional 
variation in the pattern of income-size distribution for all earners 
and in the pattern for tax-payers. The resulting adjustment was 
small, and was greatest, at 6% for Northern Ireland. 

Although the reliability of the individual items in Table II 
varies, the aggregates for England and Scotland are probably 
fairly reliable, less reliable for Wales and rough for Northern 
Ireland. The existence of Income Census data for all the English 
regions would make it possible to estimate the geographical dis- 
tribution of personal incomes within England, but the absolute 
figures would be fairly rough for the smaller regions. The Income 
Census relates to personal incomes only, and the annual assess- 
ment returns give an uncertain picture of the distribution of 
company incomes by regions. Hence it is not possible to calculate 
the distribution of the regional product as a whole on the basis of 
Inland Revenue data as at present collected. 
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The Colombo Plan with Special References to Pakistan: S. M. AkuTar. 
Muslim Contribution to Economics : Rariqg AHMAD. Netherlands Rayon 
Industry : J.C. van BruseKom. Unemployment in the Punjab: A. A. 
ANWER. 

Vou. 1, No. 5, May 1952. Basic Conditions of Economic Progress : 
S. M. Axnutrar. Economic Achievements of New China: CHINESE 
DELEGATION. Recent Trends in Cattle Population of the Punjab: J. M. 

QurREsHI. The Lahore Bullion Market: A. A. ANWER. Population 

Growth and Economic Development : Hore DisDALE ELDRIDGE, 
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Vox. 1, No. 6, JunE 1952. The Colombo Plan with Special Reference to 
India and Pakistan : Dr. VERA AnstTEY. Possibilities of Mechanisation 
of Agriculture in Pakistan : Dr. 8. M. Akutar. Financing of Economic 
Development in Pakistan: Pror. M. Hassan. Research in Muslim 
Economic Thought: Rariq AumMapD. Surgical Instruments Industry : 
Rauip A. ARSHAD. 

Vou. 1, No. 7, Juty 1952. Post-Partition Trends in our Central Finances : 
Dr. S. M. Axutar. Industrial Pakistan—Question of Personnel : 
Dr. M. A. Haque. Resettlement and Rehabilitation of Displaced Persons 
in Pakistan. Unemployment in Pakistan: Rasutp A. ARSHAD. 
Pakistan’s Progress towards Industrialisation: MonamMap YusurF 
HvsaAIN. 

Public Finance 


Vou. VII, No. 1, 1952. The Impact of the Rearmament on the U.S.A.: 
Leon H. Keyseriine. The Impact of the Rearmament on Britain: 
C.F. Carter. The Aspects of the Rearmament on France : P. VALLERIE. 
The Impact of the Rearmament on Italy: E. CamBi. The Impact of the 
Rearmament on Western Germany : G. SCHMOELDERS. The Impact of the 
Rearmament on Belgium ; M.Masorn. The Impact of the Rearmament on 
the Netherlands: J. TINBERGEN. The Impact of the Rearmament on 
Sweden: G. CEDERWALL. The Impact of the Rearmament on Denmark : 
E. Scumipt. The Economics of the Rearmament and its Effects on the 
Western Economics : A. PIATIER. 


The American Economic Review 
Vout. XLII, No. 4, SepremBer 1952. A Theory of Excise Subsidies : 
E. R. Rotex. Comments on Stochastic Macro-Economic Models: G. H. 
FisHer. Production Functions and the Theory of International Trade : 
S. Laursen. A Note on Multi-Country Trade: G. 8. BEcKER. Com- 
parison of the Depressions of 1873 and 1929: I. O. Scorr. A Dis- 
continuous Cost Function : H. Brems. 


The Quarterly Journal of Economics 


Vou. LXVI, No. 3, Aucust 1952. United Nations Primer for Development : 
S. H. Franxet. Raw Materials, Rearmament, and Economic Develop- 
ment: E. 8. Mason. The Informal Organization of the Soviet Firm: 
J. S. Beruiner. A Cardinal Concept of Welfare: M. Fireminc. The 
Cyclical Pattern of Inventory Investment: RaGnarR NurxksE. The 
Reception of Western Economics in the Orient: E.S. Ktrpy. General or 
Expenditure Rationing : G. PAPANEK. 


The Journal of Political Economy 

Vou. LX, No. 4, Aucust 1952. Negro Employment in Southern Industry : 
Donatp Dewey. The Hugenots and the Diffusion of Technology : 
WaRREN C. Scovittz. The Principle of Compensation Reconsidered : 
E. J. Misoan. Union Representation Elections : JoHN V. SPIELMANS. 
Friedman's ‘* Welfare’”’ Effects : Cectu G. Puiprs. A Reply: Crcit G. 
Pures. Reliability of Estimates of Unfree Labor in the U.S.S.R.: 
A. Davip REDDING. 


The Annals of the American Academy of Political and Social Science 
Vou. 283, SEPTEMBER 1952. Meaning of the 1952 Presidential Election. 


Econometrica 


Vou. 20, No. 3, Juty 1952. Habit Persistence and Lags in Consumer 
Behaviour: T. M. Brown. four Alternative Policies to Restore Balance 
of Payments Equilibrium : J. TINBERGEN. Les Elasticés de la Demande 
Relative aux Biens de Consommation et aux Groupes de Biens: R. Roy. 
A General Location Principle of an Optimum Space—Economy : W. Isarp. 

Safety First and the Holding of Assets: A. D. Roy. The Inventory 

Problem: II; Case of Unknown Distributions of Demand: A. 

Dvoretsky, J. Kierer and J. Woxrowitz. Concepts, Sources, and 

Methods of United States Income Accounts ; R, RUGGLEs, 
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The Review of Economics and Statistics 


VoL. XXXIV, No. 3, Auacust 1952. Toward Partial Redirection of Econo- 
metrics: G. H. Orcutt. The Changing Efficiency of the American 
Economy, 1869-1938 : J. S.C. Mooxtrer. Mr. Colin Clark on the Limits 
of Taxation: J. A. PecHMAN and T. Mayer. Note on Inflationary 
Consequences of High Taxation: D.T. Smita. Are Farmers Getting too 
Much?: L. H. Bran. Anglo-German Export Competition: H. 
MENDERSHAUSEN. The Consumption Function as a Tool for Prediction : 
T. E. Davis. Secular Macroeconomic Theorems : K. K. KuRIHARA. 


Journal of Farm Economics 


Vout. XXXIV, No. 3, Auaust 1952. Agricultural Policy: DatE E. 
HarHaway and Lawrence W. Wirt. A Critical Appraisal of Family 
Farms as an Objective of Public Policy: W.K.McPHErson. Required 
Economics for Agriculture Students: JoHn D. Biacx. Economic 
Aspects of Feeding for Milk Production: JoHN C. RepMaNn. Rural 
Industries and Agricultural Development: StEFAN H. Rosocx. Weak 
Points in the Japanese Land Reform Program: Coutin D. CAMPBELL. 
Stocks and Stability : Donatp C. STEELE. The Soviet Dairy Industry : 
V. KatKorr. 


Agricultural History 


Vou. 26, No. 1, January 1952. The History of the Common Maize 
Varieties of the United States Corn Belt : E. ANDERSON and W. L. Brown. 
A Search for Cattle Trails in Matto Grosso: E.N. WENtTwortH. Studies 
in the History of American Settled Areas and Frontier Lines ; Settled 
Areas and Frontier Lines, 1625-1790 : F. Moon. 


Industrial and Labor Relations Review 


Vou. 5, No. 4, Juty 1952. A Range Theory of Wage Differentials : RicHarp 
A. Lester. Jewish Labor Movement in the United States: WIL 
HERBERG. French Trade Unions since Liberation: Vau. R. Lorwin. 
Railroad Grievance Machinery : HERBERT R. Norturvur. Seniority and 
Defense Production: PHILOMENA MARQUARDT MULLADY. Operations 
of the New York State Board of Mediation: ArTHUR STARK. Prejudice 
and Scientific Method in Labor Relations : ALFRED J. Marrow. 

Vou. 6, No. 1, OctroBER 1952. Trade Union Wage Policy in Postwar 
Britain: J. T. McKetvey. The Pressure Lever in Mediation: H. G. 
Lovett. Patterns of Participation in Local Unions: G. Strauss and 
L. R. Sayztes. Jewish Labor Movement in the United States: World 
War I to the Present: W. HERBERG. Recent Developments in the North— 
South Wage Differential: W. H. Croox. Audio-Visual Materials in 
Industrial and Labor Relations: J.J. JEHRING. Industrial Peace in the 
Netherlands : C. WestratTeE. Kaiser-Frazer UAW-CIO Social Security 
Program: J. Powuack. Lerner’s Economics of Employment: W. S. 
WOYTINSKY. 


Studies in Business and Economics 
Vou. VI, No. 1, JUNE 1952. Retail Prices and the Consumer Preference. 


Economic Geography 


Vou. 28, No. 3, Juty 1952. The Tobacco Industry of Southern Rhodesia : 
Peter Scorr. LHrosion of Farmery Sites in the Nashville Basin of Middle 
Tennessee: J. R. WuiTaKER. The Development of Industry in Egypt : 
Autan B. Mountyoy. The Physical Basis of Agriculture in British 
Columbia : Donatp Kerr. A Technique for Constructing a Population 
and Urban Land Use Map: Writ1i1aAm APPLEBAUM. Boston’s China- 
town: Ruoaps MurpHey. Penn Township: E. Wiiuarp MILLER. 
Niagara Falls Power Redevelopment : WALLACE MCINTYRE, 
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Social Research 


Vot. 19, No. 2, Junge 1952. A Structural Model of Production : A. Lows. 
Schumpeter and the Problems of Imperialism : E. HEm™MANN. Agriculture 
and Farm Labor in the Soviet Zone of Germany: F. WuUNDERLICK. 
Santayana on Society and Government: A. Scnutz. That History is a 
Philosophic Art: H. M. KALiLEen. 


Review of Social Economy 
Vou. X, No. 2, S—epTEMBER 1952. The Industry Council System and the 
Church’s Program of Social Order: K. J. AttTER. The Social Structural 
Order and European Economic Unity : O. NELL-BREUNING. On Govern- 
ment Regulation of Labor Relations: J. V. Spretmans. The Pacing of 
Capitalism : J. SoutereR. Salaries of Bank Officers and Employees : 
J. RYAN. 


Journal of Accountancy 


Vou. 94, No. 1, Juty 1952. Determining Re-negotiable Business, Allowable 
Costs : SUMNER Marcus. Elimination of Double Taxation of Corporate 
Income : W.M. Bury. How to Obtain Progress Payments on Government 
Contracts: F. 8S. Howetnt. Tax Appeal Procedures in the Reorganized 
Bureau: W.H. Danne. Three Cases where Scientific Sampling halved 
Clerical Time: C. D. Smita. Watch Your Confirmation Technique : 
EK. M. Foss. Inflation and Income Determination: THE JOURNAL 
Starr. How to Control, Establish Office Paperwork : P. N. WEuR. 

Vou. 94, No. 2, Aucust 1952. How Scientific Sampling controls Accuracy 
in Invoicing: R. B. SHartite. Analysis of King Bill: Micnarr B. 
BacuracH. When to Use Standard Cost in Price Procurement Contracts : 
H. W. Wricut. Charging Interest When Deficiency is Abated by Carry- 
Back: J. E. Tansttu. Developments in Tazxability of Corporate Stock 
Redemptions : Jay O. Kramer. Illinois Municipal Audit Law Contains 
Best Current Practises : Luoyp Morry. Labor Statistics Bureau Surveys 
Job Outlook for Accountants: T. D. Frynn. Effect of British and 
American Institutes on Accounting: Mary E. Murray. How Research 
Projects can help Guide the Profession : CHARLES ZLATKOVICH. 

Vou. 94, No. 3, SEPTEMBER 1952. Audit, Conference, Appellate Procedures 
in Reorganized Bureau: C. W. Stowe. Survey of 56 Long-For Audit 
Reports Analyzes Contents: R. E. Watpren. The Sixth International 
Congress on Accounting: H. C. Smirx. Financial Organization for 
** Management by Exception” : F.R.M.pE Pavia. Deduction of Mine 
Development and Exploration Costs: L. J. Ranpaty. Financial 
Reporting: M. E. Murpuy. 


Federal Reserve Bulletin 


VoL. XXXVIII, No. 8, Auaust 1952. Real Estate Markets in 1952 ; Part 
II. Purchases of Durable Goods and Houses. Joint Statement of State 
Banks, Federal Deposit Insurance Corporation, Comptroller of the Currency 
and Board of Governors of the Federal Reserve System on Co-ordination of 
Practices in Fields of Mutual or Joint Responsibility. 


International Financial Statistics 


Vou. V, No. 5, May 1952. Money Supply and Bank Assets. New Balance 
of Payments Statements ; India, Australia, Netherlands, Germany. 

Vou. V, No. 6, JUNE 1952. Gold Production and Exports, Changes in the 
Relative Importance of Gold Production, 1928-1951. 

Vou. V, No. 7, Juty 1952. Changes in Price Relationships since the 
Devaluations. Ownership Distribution of Government Debt. New Balance 
of Payments Statements for 1951: Belgium, Costa Rica, Dominican 
Republic, Peru, Ceylon, Egypt, Japan, and Pakistan. 

Vot. V, No. 8, Auacust 1952. Ownership Distribution of Government Debt. 
Area Averages of U.S. Dollar Price Indexes. New Balance of Payments 

Statements for 1951 : Canada, Chile, Brazil, and France. 
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The International Labour Review 


Vout. LXVI, No. 3, SerremBer 1952. International Migration and 
European Population Trends: J. Isaac. Life on a Fishing Trawler : 
D.S. BuancuarpD. Lconomic and Social Conditions in Somaliland under 
Italian Trusteeship: R. Gavin. Some Human Problems of Industrial 
Development : R. W. Cox. 


Revue de V Institut International de Statistique 


Vou. XIX, No. 3, 1952. The twenty-seventh session, New Delhi, December 
5-11 ; Calcutta, December 16-18, 1951: 8S. A. Rice. Census taking in 
Canada ; H. MarsHaty. Sur une méthode de double-échantillonnage pour 
estimer la moyenne @une pepulation Laplacienne stratifiéec : J. PUTTER. 


Revue de Science et de Legislation Financiéres 


No. III, Juty—SEPTEMBER 1952. Current Problems of Local Government 
Finance in the United States: C. Lowrtt Harriss. Some Unexpected 
Aspects of Industrial Nationalization: H. LAUFENBURGER. Hconomic 
and Financial Aspects of a Manufacturer Sales Tax: M. Laure. Taz- 
ation and the Supply of Public Work: D. C. Rowan. Capital Market 
and Public Finance: P. Baucnet. A Comparative Study of Taxation 
in Agriculture: R. GENDARME. Sismondi on Taxation: R. GIRAUDEAU. 
Survey of French Public Finance: G. Denove. Survey of Fiscal 
Legislation: P. Covursois. Survey of Fiscal Jurisprudence: M. 
CHRETIEN. 


Journal de la Société de Statistique de Paris 


Vou. XCIII, Nos. 4-6, Aprir—JuNE 1952. Variations des prix de 1810 a 
nos jours: M. AuFrrRED Savuvy. Evolution de la lettre de change: M. 
PIERRE CAUBOUE. Contribution statistique aux methodes de classification 
des finesses de la laine: M. Ropert Henon. Chronique des statistiques 
agricoles: M. Micuen CePepE. Théorie statistique de la mesure et des 
comparaisons de productivité : M. BASTENAIRE. 


Nouvelle Revue d’ Economie Contemporaine 


No. 29, May 1952. La réussite Pinay: M. Guy Petit. Reflexions sur la 
justice sociale: M. BERTRAND DE JOUVENEL. L’eglise etl’ ordre économique 
naturel: M. Marcen CrementT. Democratic, monnaie-credit et credit 
controle: M. Francois Hersette. L’equation des prix: M. JEAN 
OTTENHEIMER. Le probleme de la reforme de la securite sociale: 
M. RAYMOND MALEZIEUX. 

No. 31-32, Juny—Aveust 1952. Pour retrouver Vhomme: M. GEORGES 
VEDEL. La cité de Londres pendant la seconde guerre mondiale: M. A. 
DAUPHIN-MEUNIER. La repartition des revenus en Grande-Bretagne : 
M. GeorGEs Lerranc. L’industrie laitiere Francaise est-elle en danger ? : 
M. Prerre Comtois. <A Propos del’urbanisme : M. CAMILLE BROSIER. 


Statistiques et Etudes Financiéres 


No. 45, SEPTEMBER 1952. Principes d’établissement dune comptabilité 
nationale et d’un tableau économique. L’evolution de la balance des 
payements en 1951. 


Revue du Travail 


Vou. LII, No. 5, 1952. Lasécwrite sociale considerée du point de vue du droit 
social: RoGER Rocu. Les conditions du travail. L’emploi et le chomage. 


Bulletin de V Institut de Recherches Economiques et Sociales 


Vor. XVIII, No. 5, Auaust 1952. Les rémunérations en Belgique de 1936 
a 1952: L-H. Dupriez. Le travail en double équipe dans lindustrie : 
P. VercruyssE. Les variations du tracic routier belge de 1830 a 1940: 
G. Piaca. 

Vou. XVIII, No. 6, S—preMBER 1952. La Conjoncture économique de la 

Belgique : L-H. Duprtez. 
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Revue de l’ Institut de Sociologie 


No. 1, 1952. Les formes nouvelles de la question d’Orient: A. ABEL. 
Problémes de financement du commerce international: J. F. Bastin. 
LD’importance économique du travail domestique et ses liens avec l économie 
nationale américaine: L. GoLDSCHMIDT-CLERMOND DE SMAELE. 
Direction et controle du crédit : H. NEUMAN. 


Weltwirtschaftliches Archiv 


Vou. 68, No. 2, 1952. Die Verantwortung der Notenbank : PRoFEssoR 
Dr. Otro Vertr. Die Politik des Federal Reserve Systems 1945-1951 : 
CHARLES R. WHITTLESEY. Offenmarktpolitik oder Veranderung der 
Pflichtreservesatze: oupotr Strucken. Handelspolitik zwischen Bi- 
lateralismus und Multilateralismus : Hans MOLLER. 


Jahrbiicher fiir Nationalokénomie und Statistik 


Vou. 164, No. 5, SepreMBER 1952. Functional Finance und Finanzso- 
ziologie: H. Suuttan. Die Abhédngigkeitsverhdltnisse der Gutsherrlichen 
Bauern Béhmens im 17 und 18 Jahrhundert. II. Teil: W. Svark. 
Probleme der deutschen Zahlungsbilanz : F. HuUHLE. 


Schmollers Jahrbuch 


Vou. 72, No. 3, 1952. Das Geld als Anspruch auf Leistungen der Gemein- 
schaft: Paut Keni. Die Theorie der Quasirente und des Profits : 
Boris IscHpotpiIn. Das Geheimnis der Organisation (II): FRAnz 
EULENBURG. 

Vou. 72, No. 4, 1952. Der Mensch als Gesellschaftswesen und der Betrieb : 
WERNER ZIEGENFUFS. Ursprung, Formen und Arten des Geldes : 
WILHELM ANDREAE. Die ernahrungsphysiologischen Grundtatsachen und 
thre volkswirtschaftliche Bedeutung : Hans SPERLING. Zollprobleme der 
Gegenwart : Fritz BELow. 


Handbuch der Finanzissenschaft 


No. 8. Theorie und Praxis der Budgetgestaltung : NEUMARK. Grundsatze 
und Arten der Haushaltfuhrung und Finanzbedardsdeckung : NEUMARK. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 2, 1952. Zur konjunkturellen Situation: H. MARTELL. Quantitative 
Betrachtungen zur Wirtschaftslage in West-deutschland: F. Grunia. 
Rohstoffbilanzen als Hilfsmittel der Volkswirtschaftlichen Gesamtrechnung : 
R. WaAGENFUHR. Nutzen und Grenzen der Korrelationsanalyse: M. 
NICHOLAS. 

No. 3, 1952. Zur konjunkturellen Situation: H. MartTety. Quantitative 
Betrachtungen zur Wirtschaftslage in West deutschland: F. GRwtnia. 
Die Europdische Zahlungsunion und die Wiedergewinnung der Weltwirt- 
schaft: K. Atsrecut. Die erst Periode des Fiinjahrplanes der 
sowjetishen Besatzungszone: F. Frepreravu. Die sozialwirtschaftliche 
Entwinklung in der Sowjetzone : E-G. LANGE. 


Wirtschaft und Statistik 


Vou. 4, No. 8, Aucust 1952. Die Entstehung des Sozialprodukts und des 
Volkseinkommens. Die Verwendung des Sozialprodukts. Verdienste der 
Beschaftigten im offentlichen Dienst. Der Verbrauch in Arbeitnehmer- 
hausaltungen. 

Vou. 4, No. 9, SEPTEMBER 1952. Der Umfang der Erwerbstdtigkeit der 
Bevélkerung: K. Horstmann. Lagerverkehr und Generalhandel im 
Aubenhandel der Bundesrepublik Deutschland: P. Scumipt. Zur 
Berechnung eines Index der Einzelhandelspreise : Dr. DENEFFE and 

Dr. KELLER. 
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Wirschaftsdienst (in German with English Air Mail Digest) 


Vou. 32, No. 9, SEPTEMBER 1952. Foundations of Transport Co-ordina- 
tion: Proressor A. PREDOHL. Road, Rail, and Inland Shipping in the 
German Sea Ports: K. O. Hirpemann. The Competition between Rail 
and Road: A. v. Sevuastnsky. North-west Germany and German 
Trafic Policy : H. Scumipr. 


Europa Archiv 


Vou. 7, No. 13/14, Juny 1952. Der Vertag iiber die Griindung der Europdi- 
schen Verteidigungsgemeinschaft: J. A. G. Kretmansece. Atlantikpakt 
und Europdische Verteidigungsgemeinschaft. Fiinfter Teil: Die Ein- 
beziehung der Bundesrepublik in die Europdische V erteidigungsgemeinschaft: 
W. CornipEs and H. Vottr. Die Vertragswerke von Bonn und Paris 
vomMai 1952 Zusammenfassung des Inhalts. 

Vou. 7, No. 15, Auacust 1952. Grobbritannien und die Europdische Integra- 
tion: H. J. Heiser. Die Arbeit der Beratenden Versammlung des- 
Europarates im Friithjahr 1952: E. FetpMAaNN. Dokumente der Vierten 
Sitzungsperiode der Beratenden Versammlung des Europarates. 

Vout. 7, No. 16, Auaust 1952. Die Entwicklung der Rusldndischen 
Emigration nach dem Zweiten Weltkrieg: H. Rimscua. Volk und Staat 
in der russischen Geschichte Zum Problem der Autokratie in Rusland : 
G. Ravcw. Ostforchung im angelsdchsischen Sprachraum. Eine Auswahl 
ab 1951-52 geplanter Veréffentlichungen : B. MEISSNER. 

Vou. 7, No. 17, SEPTEMBER 1952. Sicherung des Friedens durch Aus- 
gestaltung des Volkerrechts: J. W. Brtcret. Das Susatzprotokoll sur 
Strasburger Konvention tiber die Menschenrechte: J. W. Bricrer. Die 
Grundsdtze von Niirnberg. 

Vout. 7, No. 18, SEPTEMBER 1952. Die Rechtsprobleme der deutschen 
Auslands-schuldenregelung und ihre Behandlung auf der London Schulden- 
konferenz : G. Enter. Der Europdische Wohnungsbau : I. LUBKEs. 

Vout. 7, No. 19, OcroBER 1952. Die Résistance als Trdger der Europdischen 
Einigungsbestrebungen in Frankreigh wahrend des Zweiten Weltkrieges : 
C. H. Prac. Die international Organizationen des Luftverkehrs : 
H-J. BURCHARD. 


Monatsberichte des Osterreichischen Institutes fur Wirtschaftsforschung 


Vou. XXV, No. 7, July 1952. Stagnation in den Konsumguterindustrien. 
Leichte Festigung der internationalen Rohwarenmarkte. Lohnkosten 
und Wettbewerbslage. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vou. 88, No. 3, JUNE 1952. Ursachen und Bekampfund der Inflation in den 
Vereinigten Staaten: Franz Lutotr. Die Kapitalbildung durch 
zukunftiger Einkommen : RupotFr Borkowsky. Zur Bestimmung des 
Haushaltungszuwaches aus der Bevolkerungsbewegung : A. Kar In. 

Vout. 88, No. 4, Aucust 1952. Die allgemeinen Aspekte der wirtschaftlichen 
Integration Westeuropas: H. BacuMann. L’intégration économique de 
UV Europe et la Suisse. Le probléme envisagé du point de vue politique : 
W. E. RApParp. 

Aussenwirtschaft 


Vou. 7, No. 2, JUNE 1952. Betrachtungen zur Aussenwirtschaftspolitik : 
Hans Bacumann. JDie wirtschaftliche Entwicklung der ruckstandigen 
Gebiete und die Schweiz: Emit Kune. Die franzosische Zahlungsbilanz 
und die Korea-Konjunktur : E. Heuss. Die Moglichkeit fluktuierender 
Wechselkurse im System der LEuropaischen Zahlungsunion: Hans 
BacHMANN. Enige Wesenszuge der lateinamerikanischen Wirischaft : 
J. A. DoERIG. 

De Economist 


No. 7-8, Juty—Aucust 1952. De stabiliteit van het wisselkoersmechanisme : 
J. J. Potax. Aspecten van de veroudering der Nederlandse bevolking : 
J. MEERDINK. Lconomische en sociale kroniek : A. A. VAN AMERINGEN. 
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Ekonomiska Samfundets Tidskrift 


No. 3, 1952. Indexreformen och dess Bakgrund: G. MopEEN. Om 
demografiska undersékningar av nationella grupper: G. Fouastept. 
Vdrdet av en ldgenhet och kostnaderna fér densamma: P. O. JARLE. 
Finlands befolkingstyngdpunkt: 8S. JaatTInenN. Inrikesflytiningen i 
Finland 1878-1939 ; Genméile till professor Helmer Smeds : R. LENTO. 


Index 


No. 2, JuNE 1952. The Economic Situation. The Production of Prefabricated 
Wooden Houses in Sweden. Some Swedish Automobile Statistics. 

No. 3, SEPTEMBER 1952. The Economic Situation. The Swedish Glass 
Industry. Statistics. 


Statistisk Tidskrift 
No. 3, 1952. Folkrakningen den 31 Dec. 1950 ; Prelimindra alders—och 
yrkesuppgifter : Ture Wipstam. JInteruvjwundersékningar rérande be folk- 


ningens sysselsdttningsférhdllanden: Erik BonuuiInpER. Brott som 
kommit till polisens kénnedom ar 1951 : SVERKER GROTH. 


Scandinaviska Banken Aktiebolag 


Vout. XXXII, No. 3, Juty 1952. Problems of Employment: Prr 
Jacossson. Direct versus Indirect Taxation: CARSTEN WELINDER. 
Standard of Living and Real Wages in Various Countries : ERLAND VON 
HorFstEN. Company Balance Sheets for 1951. The Economic Situation 
during the Second Quarter of 1952. 


Dkonomi og Politik 
No. 1, JANUARY—MarcH 1952. FN’s virkomhed i 1951. Forlaengelse af 
den europaeiske betalingsunion. Frankrig, Saar og T'yskland. Institutet 
for historie og samfundsokonomi. Den internationale okonomiske situa- 
tion. Den okonomiske udvikling i Danmark. Politisk kronik. 


Economic Bulletin (Egypt) 

Vou. V, No. 1, 1952. Commercial Banks in Egypt. Egypt: Industry and 
the State ; Cost of Living Subsidies ; Changes in Money Supply during 
1951. 

Vou. V, No. 2, 1952. Egypt's Balance of Payments for 1951. Wheat in 
Egypt. 


Giornale degli Economisti e Annali di Economia 


Vou. XI, No. 5, 1952. La gestione della tesoreria dello stato durante e dope 
la seconda guerra mondiale: F. A. Repact. Luigi Luzzatti : O. FANTINI. 
Che cosa e la cosidetta ‘‘ Kia’ estrema”’’??: F. INSoLERA. ‘Teoria mate- 
matica dei premi all-esportazione : G. SENSINI. Scienza di equilibrio o 
scienza del benessere? : A. Maccutoro. Ancora sulla pretesa crisi della 
scienza economica ; A. TOMASELLI. 


Rivista Internazionale di Scienze Social 


Vou. XXITI, No. 3, 1952. Considerazioni intorno ad una recente rassegna 
dei concetti basilari dell’economia politica: F. Vitro. Science et sciences 
politiques: J. LeciterQ. La proposta Rignana di riforma dell’imposta 
successoria, Vantaggi, difficolta e problemi tecnico-amministrative: C. 
Brasca. Una significative polemica circa i rapporti fra il Sistema di 
riserva federale e il Tesoro negli S.U.A.: G. Morewui. L’imposta 
generale sull’entrata nelle fasi di una fluttuazione ciclica: G. MAYER. 
Nota sull’importanza e tl significato dell’area della sterlina : P. BAREAU. 

Vou. XXIII, No. 4, 1952. La ‘* Controversia Metadologica’’ nel Clima 
Scientifico del Secolo XX: F. Vitro. La Generalizzazione del Molti- 
plicatore e gli Macroeconomici: L. Fassrinit. La Concentrazione 

nell’ industria Italiana del Cemento : A. FR1Ger. 
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Annali della Facolta di Economia e Commercio 


Vou. 5, 1951. Sulle applicazioni di una teoria statistica degli errori di 
proporzione nelladattemento delle funzioni: FRANCESCO BIGNARDI. 
Considerazioni sul concetto di azienda agraria tipica ; GIOVANNI CUSIMANO. 
Alcuni aspetti statistico-sociali della Sicilia sotto Filippo II di Spagna : 
ARMANDO DI Pasquate. I fondamentali problemi della dottrina economica 
di Marx: IRENE GIORDANO. Consommation et production des produits 
alimentaires azotes en Italic : JACQUES POIRE. 


Economia Internazionale 


Vou. V, No. 3, Aucust 1952. Competition and the Theory of the Firm : 
E. Brunner. The Consistency of the Marxian Economic System : 
J. S. Curpman. LEachange Rate Policy: Experience and Theory Re- 
considered : R. DeHEM. Zur Formalen Klassifizierung von Wirtschafts- 
kreisldufen : H. PETER. 

Critica Economica 


No. 2, Aprit 1952. Nostro Paese. Sulla conferenza di Mosca: 8. STEVE. 
Osservaxioni sulla ‘‘ relazione’’ del tesoro: F. DE CrnpIo. Schema di 
studio del commercio tra le economie a pianificazione socialista e quelle 
privatistiche : G. CAPODIECI. 


Banco Nazionale del Lavoro (Quarterly Review) 


No. 21, Aprit—JuNE 1952. Industrialisation or ‘‘ Pre-Industrialisation ”’ 
of Southern Italy ?: F. Vécutinc. Unemployment Statistics in Italy, 
with Special Reference to Southern Italy: A. Moxtnarit. The Indian 
Money Market : J.S.G.Witson. The Theory of Inflation: F.H. Hann. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vot. VI, No. 4, Juny 1952. Monetary Anomalies : C. Brescriant TURRONI. 
The Controversy on Distribution Costs in Italy: E. Porena. Italian 
Banking Literature : 8S. Baccu1-ANDREOLI. 


Italian A ffairs 


Vou. I, No. 3, SepreMBER 1952. Italian Action for the Unification of 
Europe. The Labour Problem. The Recovery of Italian Works of Art 
Removed during the War. Italy’s Contribution to the Development of 
Libya. Italian Handicrafts. 


Moneda y Crédito 


No. 40, Marcu 1952. Inversidn publica e inversién privada: H. 
LAUFENBURGER. Comercio, banca y crédito medievales segun De Roover : 
R. CaranneE. Un reflejo de la opinién americana sobre la situacion 
econémica actual: MANUEL LaraNa y Lecuina. Politica monetaria de 
Inglaterra : J. HERNANDEZ Role. 


El Trimestre Economico 


Vou. XIX, No. 2, Aprir—JuNnE 1952. Desarrollo economico y estabilidad 
jinanciera : FEttrE Pazos y Roqur. El ahorro y la banca central : 
Atrrepo Lacunitia Inarritu. Teoria positiva del institucionalismo : 
Santiaco P. Macario. La propension metafisica de la economia : 
ALFONSO MAGALLON DE LA VEGA. La conferencia internacional sobre el 
ingreso: y la riqueza nacionales: RAFAEL URRUTIA MILLAN. Com- 
petencia desleal y responsabilidad : JULIAN CALVO. 


Boletin de Estudios Economicos 


No. 26, May 1952. Capital para los paises de economia debil. El instituto 
del hierro y del acero: ALFONSO DE CuurRucA. La Nocién de necesidad 
en Carlos Marx: Jutio Browter. Gabriel Rodriguez, un precursor 
Espanol de Robbins : DEMETRIO IPARRAGUIRRE. Los modernos problemas 
de la inversion y el ahorro segiin los banqueros. El problema de la evasion 
fiscal en Espana : Jost ANGEL SANCHZE-ASIAIN. 
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De Economia 


Vou. V, No. 4, May-June 1952. Del Secretario General del Consejo 
Sindical, camarada Pedro Lamata Megias. Del Presidente del Consejo 
Economico Sindical y Delegado Nacional de Sindicatos: JosE Sous 
Ruiz. Del Ministro de Agricultura: D. Rarart CAvestany. Del 
Ministro de Comercio: D. MANUEL ARBURUA. Del Ministro Secretario 
General del Movimiento : D. RAIMUNDO FERNANDEZ-CUESTA. 


Revista de Economia 


Vou. V, No. 1, Marcu 1952. Production Economics in Fisheries: G. M. 
GERHARDSEN. A Distribution-free Test for Randomness in Ordered 
Sequences : J. TIAGO DE OLIVEIRA. 


Revista Brasileira de Estatistica 


Vou. XII, No. 46, Aprinr—JUNE 1951. Objetivos e Métodos da demografia : 
Giorcio Mortara. O Homem—Fator supremo da seguranca nacional : 
Castro BARRETTO. 


Revista de la Secretaria de Estado de Economia y Comercio 


No. 21, 1952. Manifestacion de una politica. La Economia de la Nacion 
y las fabricas de tejidos existentes. Evolucion del arbitraje comercial en 
America. 


Irtisat Fakultesi Mecmuasi 


Vou. 4, No. 1, OcroBeR 1942. La vraie nature de la production: U. 
Ricci. Le probléme du blé dans le monde et en Turquie: REFUSUKRU 
Suvuia. Die Turkische Stadtebank: Ernst ReEvuTER. Observations 
conomiques et sociales a Erzurum: ZIYAETTIN FAHRI FINDIKOGLU. 


Statistikai Szemle (Hungarian text) 


Marcu 1952. The Law of the National Economic Council on the Plan for 
Statistical Work in 1952. On the New Perspectives for Statistical Work : 
A. Mép. With the Control of the Execution of the Plan, for greater 
Discipline in Planning. A Criticism of American Bourgeois Statistics of 
Labour Productivity: V. CHERMENSKY. Statistical Control of Labour 
Discipline: H. Pricty. A New Era in the Developnent of Household 
Statistics of Workers, Employees and Collective Farmers : S. Postnrkov. 
Analysis of the Statistics of Enterprises: J. VARGA and G. GEORGEVICS. 
Analysis of Statistics of Enterprises : L. FABIAN and I. KEMYERES. 

Aprit 1952. The System of Statistical Returns : I. PAtos. The Planning 
of Gross Industrial Production in Comparable Prices: G. DRAMPYAN 
and N. Fepotov. Experience of the First Census of Materials : P. R&tt1. 
Manpower Needs in Agriculture: I. MészAros. The Deceleration of 
the Rhythm of Population Increase in Capitalist Countries : M. DoBrov. 
Commercial Relations between Eastern and Western Europe: G. ROnat. 
Quality Control in Industrial Statistics : L. OLLE. 

May 1952. With Improved Cost of Production Statistics, for a Reduction in 
Costs of Production. The Decline of Agriculture in Capitalist Countries 
in the Post-war Period: B. Potyaxov. The Analysis of Plan Fulfilment 
in a Trade Procurement Enterprise: F. Zaua. Industrial Circulating 
Capital: Zs. KecskEMETI. Economic Indices of Variable and Invariable 
Items : A. Kornis. The Concept of ‘‘ Economic Statistics’ : M. Acs. 

JUNE 1952. Let us Fight for Veracity in Statistical Data: G. BAcs. The 

Valuation of Gross Industrial Production in Comparable Wholesale Prices : 

8S. Gentn. The Tasks of the Education Section of the Central Statistical 

Office. Methodology of Statistical Classification in Industry : N. GRACHEV. 

Some Questions in Measuring Investments: L. LeNGyEeL. Martin 

Schwatner: A. VERT. The Adjustment of Municipal Accounts: J. 

Kovacsics. Indices showing the Degree of Utilization of Equipment in 

the Building Industry : I, Feuir. 
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Juty 1952. On the Content of Statistics as a Science: N. Druznrnin. 
The Experience of Technical Reports Relating to the First Quarter : 
L. Htsa. The Outcome of the Discussion Concerning the Methods of 
Calculating the Velocity of Circulation of Circulating Capital. The 
Production Balance of Butchery Livestock and Meat: G. TatAr. The 
Development of the System of Statistical Returns: A. StmorRNE-DETRE. 
The Principal Results of the Statistical Enquiry into the Condition of Towns 
and Communes undertaken in 1952: S. Szauay. 

Aucust 1952. The Application of the Decree on the Decentralization of 
Statistics. The Definition of Statistics as a Science: S. StrRumILin. 
Some Thoughts on the Development of the Statistics of Building: J. Tar. 
The Bases of Extending Accountancy and Socialist Statistics in Czecho- 
slovakia: F. Herpst. The Progress of Foreign Trade Statistics : 
M. Herczoc. Mechanization of Accounting and Computing: D. ZHaK 
and T. TrrzBanurtT. The Statistical Methodology used by State Forestry 
Enterprizes : L. PINTER. 


Probleme Ekonomice (Roumanian text) 


Vout. V, No. 1, JANUARY 1952. Lenin’s Work of Genius: ‘‘ The Develop- 
ment of Capitalism in Russia”: P. Dan. Problems of the Transition 
Period in Volume XI of the Works of J. V. Stalin: I. Muntranu. V. I. 
Lenin and J. V. Stalin on American Imperialism: N. Vuasov. New 
Forms of the Stakhanovite Movement in the Period of the Post-war Five 
Year Plan; I. Motckanu. Towards New Victories in fulfilling the Five- 
Year Plan : C. BARBULEsCU and V. BupurRv. 

Vou. V, No. 2, Fespruary 1952. Decree on the Measures necessary to 
Consolidate the Currency Reform. The Work of V.I.Lenin: ‘‘ Economics 
and Politics during the Period of the Dictatorship of the Proletariat ’’— 
A Guide in the Struggle to Build Socialism : I. BENEDEK. The Currency 
Reform of 1952 and the Price Reductions: M. Marevscui. The Soviet 
Rouble, the most stable Currency in the World: I. Zuostn. The Glorious 
Path of Soviet Metallurgy: I. Trpertu. The Moscow International 
Economic Conference. Militarization of the Economies of Capitalist 
States Aggravates the Misery of the Working Class: B. SerBan. The 
Sharpening of the Anglo-American Struggle for Oil in the Near and Middle 
East: E. Bawas. 

Vou. V, No. 3, Marcw 1952. The Currency Reform and the Price Reduction 
in Rouwmania: M. Constantinescu. Volume 12 of Stalin’s Works: 
A. Poprer. Increased Production of Mass Consumer Goods: N. Stern 
and B. Constantin. The Widespread Development of Collective Farms : 
N. GHEORGHE. The Creative Collaboration of Science and Industry in the 
U.S.S.R.: A. Strict. The International Economic Conference in Moscow. 
The Economy and Finances of Yugoslavia on the Road to Ruin: 
M. BLOGOEV. 

Vou. V, No. 4, Aprit 1952. Volume 21 of Lenin’s Works: H. Warp. 
The U.S.S.R. State Budget—a Budget for Peace and the Building of 
Communism: V. M&rcArit. The Roumanian State Budget for 1952. 
C. Nicotceanu. Procurement Policy and its Réle in Strengthening the 
National Economy and in Liquidating Capitalist Elements : 8. ARSENE. 
Communal Groups—a Necessary Form of Co-operation in the Socialist 
Transformation of Agriculture: E. Jtanu. The General Crisis of 
Capitalism and Its Aggravation at the Present Time: G. Koztov. The 
American Imperialists are Renewing the Aggressive Military Potential of 
Japan: A. Arasu. The Planning of Gross Industrial Output in 
Comparable Prices : G. DRAMPYAN and N, FEeporov. 

Vou. V, No. 5, May 1952. On the Road to Wider International Economic 
Relations. Lenin and Stalin on the Fundamentals of Economic Policy : 
M. Maxarova. Volume 13 of the Works of J. V. Stalin: 8. Ittescv. 
The Experience of Graph Labour Methods in the U.S.S.R.: V.GEORGESCU. 
Control by the Lewan Important Factor in the Successful Consolidation of 
the Currency Reform and in the Fulfilment of the State Plan : A. MoIsEscu. 
For the Full Utilization of Local Resources: M. Steran. The Chinese 

No. 248.—voL. LX11. 3s 
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Industrial Exhibition (in Bucharest): N. Gopan. The Construction of 
Socialism in the Countries of Popular Democracy : E. BREITENSTEIN and 
E. PRAHOVEANU. 

Vou. V, No. 6-7, JuNnE-JuLy 1952. Speech of G. Gheorghiu-Dej at the 
Coal Miners’ Conference. A Constitution of Socialist Construction. For 
the Maximum Use of Technology: N. Vasu. Some Aspects of Right-wing 
Deviationism in the Financial and Banking System: C. NicoLcEANv. 
Some Problems in Planning Technical-material Supplics for the National 
Economy : A. Motpoveanvu. The Réle of Electrification in Building the 
Technical-material Base of Socialism in Rumania: G. Firuir. Reserves 
for the Lowering of Production Costs of Industrial Products : M. SaKov. 
The Use of Socialist Competition in the U.S.S.R. to Lower the Cost of 
Production in all Operations: V. Diuitru. The Industrial Exhibition 
of the German Democratic Republic: L.Mep1anu. Right Wing Socialism, 
an Agent of American Imperialism: M. Fiorescu. The Enslaving 
Character of Loans Floated by Bourgeois-Landowner Governments : 
V. IoRDACHE. 


Finansi I Kredit (Bulgarian text) 


No. 5-6, 1951. The Peculiarities of the New Budget Law and the Resultant 
Changes in Execution and Control of the Budget: D. Boapanov. The 
Granting of Credits to Collective Farms for Investment : D. SaPUNDZHIEV. 
The Struggle to Reduce the Turnover of Circulating Capital and the Tasks 
of Bank Officials: A. StoicHev. The Reduction of Production Costs in 
every Productive Operation and the Problem of its Accounting : 
Ya. KHERSHKOVICH. 

No. 7-8, 1951. George Dimitrov—The Immortal Warrior and Teacher of the 
Bulgarian Peoples. The Currency Reform: K.Lazarov. The Fundaments 
and Réle of Financial Control in the Conditions of Popular Democratic States: 
M. Ganev. The Relationship between Republican and Local Budgets : 8S. 
YorpDanov. Problems of Investment in Capital Construction : I. Popov. 


Ekonomist (Serbian text) 


Vout. V, No.1, 1952. The Serbian Economy and the 1952 Social Plan : B.R. 
and B.J. The Nature of the Funds of State Economic Enterprises: K. 
VASILJEVIC. The Question of Contemporary Capitalism: L. Marxovicé. 
Some Remarks on Yugoslav National Income Research: M. Nrxoxié. 
The Valuation of Basic Funds in Yugoslavia: D. Zorié. The Plan for 
an Integrated Market for Agricultural Products in Western Europe : 
V. Mitenxovié. Certain Characteristics of Economic Development in the 
Soviet Union : I. PELICON. 

Vot. V, No. 2, 1952. Speech of Boris Kidric at the Congress of Yugoslav 
Economists. Economic Thought and Practice in our Country—their Develop- 
ment and Inter-relationship : R. Uvauié. The Need to Organize a Union 
of Economists’ Associations of Yugoslavia—its Aims and Organization : 
U. Vipovié. The Proceedings of the First Congress of Economists of the 
Federative People’s Republic of Yugoslavia: M. Macura. The 
Conclusions of the Congress Relative to the Future Activity of Economists. 
The Problem of the Share of Agriculture in the 1952 Social Plan: A. StTarc. 
Certain Characteristics of the 1952 Social Plan for the Voivodina : 
B. Prorié. The Distribution of Income of Economic Enterprises : 
R. Rapovanovic. Foreign T'ourists and their Importance for Yugoslavia : 
8. Jovicié. A. C. Pigows ‘‘ Employment and Equilibrium” : 
P. Mrmarmovié. 

Vot. V, No. 3, 1952. The Function of Exchange Rates in a Socialist Economy: 
D. Avramovié. On Certain Recent Interpretations of the Marxian Law 
of Value: A. Bast. On the Identity and Contradictions between State 
Capitalism and State Socialism: L. Marxovié. The Gross Social 
Product according to the Yugoslav Social Plan for 1952: M. Basié. The 
Relationship between Industry and Agriculture in Pre-war Yugoslavia : 

S. KuKoixéa. 
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Gospodarka Planowa (Polish text) 


No. 3, 1952. The Decree on the 1952 State Plan. The Great Victory in the 
Struggle for the Emancipation of People and Society: J. TorrNsxt. 
Problems of Trade Union Development : W. Kiostewicz. Problems of 
the Form of Organization and Planning of Construction in 1952: T. 
MatacHowskI. Maritime Transport in 1951: I. Tarski. A Review of 
the Attainments of the Chinese People’s Republic : J. MASTALERZ. 

No. 4, 1952. The Second Year of the Six-Year Plan. Marginal Notes on 
the Proposed Constitution: M. Muszxat. The Peace Budget of the 
Polish People : K. RapaczyNsxt. The Reduction of Production Costs in 
Industry during 1952: Z. Aucustowsx1. Equipment Balances in 
Economic Planning: A. Houzer. The Fight for Higher Quality Output 
in Industry : H.Martafsxi. The Planning and Organization of Training 
within the Factory: J. SzymaNsxka. The Potentialities of Developing 
East-West Trade: J. Gatk and J. MAsTaLEeRz. Problems of Economic 
Planning in Hungary: B. Nagy. 

No. 5, 1952. Problems and Methods of the Execution of the State Budget : 
Z. Prroztnsxi. Practical Intrafactory Planning in Industry: K. 
Feuinska. The Methodology of Town Planning: S. Kurowsx1. The 
Prospects of Rebuilding Free International Trade: J. MALINOWSKI. 
Concerning Banking Methods in the Control of the Wages Fund: 
K. FRANKOWSEI. 

No. 6, 1952. Problems of Raw Materials in Heavy Industry: A. Wana. 
The Basic Essentials of Methodology in Planning Investment in 1953 : 
K. Secomski. The Correlation of Employment and Wages: A. FERSKI. 
A False Picture of the Economic Situation in Capitalist Europe: 
J. Matinowski. The Basis, Methodology and Development of Planning 
in the German Democratic Republic: H. Berner. Planning Production 
Costs and Prices : B. MInc. 


Voprosy Ekonomiki (Russian text) 


No. 3, 1952 (also published in a special English Edition). For an All- 
round Increase in International Economic Co-operation (Editorial). It is 
Necessary to Increase International Trade Exchange: 8S. STRUMILIN. 
Principles of Equality and Mutual Benefit in Trade between the U.S.S.R. 
and the European Countries of Popular Democracy: A. KOROLENKO. 
A Widening of Economic Intercourse and the Possibilities of Increasing 
Employment in Capitalist Countries : Ya. KotKovsky. The Normaliza- 
tion of International Economic Intercourse and the Problem of the Balance of 
Payments : A.Smirnov. The Ways to Strengthen International Financial 
Relations : A. Evretskov. The Expansion of International Trade and 
the Economic Development of Backward Countries: G. AFANASEV. 
On the Possibilities of Trade with the Chinese People’s Republic: D. 
SHCHERBINA. What England is Losing by the Rupture of Trade with 
China: R. Sortopxrn. The Question of Intra-German Trade: 
G. GRIGOREV. 


No. 4, 1952. The Soviet Budget is a Budget of Peaceful Economy and 








Cultural Construction: A. BacHurin. Lenin and Stalin on the Bases 
of the New Economic Policy: M. Maxarova. The Question of Reserves 
in Labour Productivity on the Railways : A. CHERTKOVA. Economies and 
Thrift on Collective Farms : K. OBoLENSKY. The Question of the Subject 
Matter and Methods of Statistics: T. Kozztov. The General Crisis of 
Capitalism and its Aggravation at the Present Time: G. V. Kozuov. 
Wages and their Organization under Socialism: E. MANEvicH. New 
Forms of Competition for Lowering the Cost of Production : A. SOkKOLOVSKY 
and V. MNATSAGANOVA. 

No. 5, 1952. An Important Stage in the Development of International Trade 
(The Moscow Economic Conference). The Economic Programme of the 
Bolsheviks on the Eve of the October Revolution: A. Sazanov. The 
Problem of Credit Development in the U.S.S.R.: G. Suvirts. Problems 
of Rural Electrification: S. Suturov. The Reinforcing of Parasitism 
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and the Decay of Contemporary Capitalism : A. ALEKSEEV. ‘he Struggle 
of the Arab States for National Independence: V. LutsKky. The Fight 
of the Progressive Forces in Japan : L. PERTSEV. 

No. 6, 1952. A Great Work of Scientific Communism (ithe LHightieth 
Anniversary of the Publication of Volume I of Maraz’s ‘ Capital” in 
Russian): I. DorosHev. Problems of the Development of Factors of 
Production in the Region of the Main Turkmen Canal: A. KoRNEEV. 
Questions of the Complex Mechanization of Soviet Agriculture : 
V. VENZHER. On the Content of Statistics as a Science: N. DRUzHININ. 
The Struggle of the West European Working Class against Impoverish- 
ment, for Peace and Democracy: 8S. Ivanov. An Acceleration of the 
Impoverishment of United States Workers: A. Kats. Turkey, A Cockpit 
of American Imperialism in the Near East: I. SHatatov. The Belgian 
Congo in the Aggressive Plans of American Imperialism: V. KIsELEV. 
The Discussion on Accountancy Methods of the Circulation of the Working 
Capital. 

No. 7, 1952. On the Planned Development of Socialist Economy : 
I. GuapKov. The Use of Money-Goods Instruments in the Early Years 
of the Soviets: M. Kotcanov. How to Reduce Costs of Production and 
to Increase Accumulation in Ferrous Metallurgy : A. VoROBEVA. On the 
Subject Matter of the Branches of Economics: P. Kuromov. Some 
Questions of Statistics as a Science: L. KHoruNzHY. The Armaments 
Race and the Rise of State-monopolistic Capitalisms in the U.S.A.: N. 
Dimitriev. The Rise in the Standard of Exploitation in the U.S.A. after 
World War II: M. Situ. Economic Conditions and the National 
Liberation Struggle in South East Asia: V. AVARIN. 

No. 8, 1952. The New Volga Hydro-projects and the Prospects of Developing 
the Raw Materials and Foodstuffs Resources of the U.S.S.R.: L. OpatsKy. 
The Potential for the Long Term Development of the Timber Industry : 
P. Vasttev. The Distribution of Communal Production on Collective 
Farms: N. Kuractn. For a Scientific Study of the Organization of a 
Socialist Undertaking: V.GoTLOBER and V.GANsHTAK. Concerning the 
Objects and Methods of Statistical Science: I. Pisarev. The Criminal 
Policy of Reviving Militarism in Western Germany: N. ZHUKOV. 
Neomalthusianism in the Service of Anglo-American Imperialism: L. 
Bacramov. The Aggravation of the Exploitation of the Japanese 
Peasant: V. Popov. 


Planovoe Khozyaistvo (Russian text) 


No. 1, 1952. A Powerful Upsurge in Socialist Economy (Editorial). The 


Kuibyshev and Stalingrad Hydro-electric Stations—the Greatest Construc- 
tions of the Stalinist Epoch: A. Axuutin. The Steady Rise in the 
Productivity of Labour in the Socialist Industry of the U.S.S.R.: L. 
Votoparsky. Ways to Shorten the Productive Cycle in Engineering 
Enterprises: A. TotstyKH. On Increasing the Reserves of Coking Coal 
in the Donbas: Ya. OBUKHOVSKY. Soviet Agricultural Studies in the 
Fight for Higher Agrarian Culture: S. Demipov. On Planning the 
Gross Product of Industry in Comparable Prices: G. DRAMPYAN and 
N. Fepotov. Experiments in Planning Local Building Materials : 
P. Pupoveev. ‘‘ The European Coal and Steel Pool’’—a Cartel of the 
Instigators of War: V. Lisovsxy. 


No. 2, 1952. The New Retail Price Reduction for Mass Consumption Goods. 


Towards an Improvement in Construction Planning. The U.S.S.R. State 
Budget for 1952: A. ZvEREV. The Productive Capacity of Industry 
Must be Used to the Full: V. Kuromcouenxo. For Progress in the Oil 
Industry: N. Barpaxov. The Réle of M.7'.S. in the Development of 
Socialist Agriculture: V.Kuatturtn. House Building in the U.S.S.R. : 
A. SHarov. TVhe Economic and Cultural Success of the Development of 
the Chinese People’s Republic: E. KOVALEV. 


No. 3, 1952. The Orders for the Great Construction Projects of Communism 





Must be Fully Satisfied. The Assortment and Quality of Products is the 
Principal Task of the State Plan : B. MIROSHNICHENKO. How to Improve 
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the Planning of Production Costs in Industry: Y. Lrpstrs. The Main 
Conditions for the Plan Fulfilment in the Timber Industry : I. SupNiTsyN 
and N. Sotovev. The Development of the Economy and Culture of the 
Kazahk S.S.R.: I. SHarrtepov. Economic Co-operation between the 
U.S.S.R. and the Peoples Democracies: Yu. SHKARENKOV. The 
tanning of Socialist Transport. A. Gatitsky. The Seventh Session of 
the #.C.E.: G. Stavyanov. A New Book on the History of Economic 
Planning in the U.S.S.R. : N. BYCHEK. 


Vestnik Statistiki (Russian text) 

No. 5, 1951. Shortcomings in the Execution of the Census of Materials and 
in the Control of its Results: P. Popyacuiku. The Increase in the 
Material and Cultural Standard of Living of the Soviet People during the 
Post-war Five-Year Plan: 8S. Particuu. Pay Greater Attention to the 
Analysis of Indices of Labour Statistics in Industry: S. GENIN. 
Statistical Problems in the Electrification of Agriculture: I. Butortn. 
Certain Shortcomings in Work with Cadres: I. Ductn. Some Problems 
in the Verification of Departmental Accounts: S. Kunin. Shortcomings 
in the Execution and Elaboration of the Results of the Census of Equipment : 
I. Terrerspaum. Control of Departmental Accounts in Industry: 
M. IsatcHENKO. Book-keeping Shortcomings in Automobile Freight 
Transport Work: F. Freporov. The Accounts of Automobile Freight 
Transport Work : A. KAaLEDA. 

No. 1, 1952. The Year of Glorious Victories: The Development of the 
Economy of Culture in the Union Republics during the Post-war Five Year 
Plan: I. Gorrvicu. The National Income of the U.S.S.R. during the 
First Post-war Five Year Plan: A. VIKENTEV. The Problem of the 
Definition of Statistics as a Science: S. Srrumiuin. Indices of the 
Turnover of Funds in an Enterprise: S. Bornuouiz. The Decline of 
Agriculture in Capitalist Countries after the War : B. PotyaKov. 

No. 2, 1952. The New Price Reduction on Mass Consumption Goods. 
Precision is a Fundamental Law of Soviet Statistics. Certain Questions of 
Statistical Theory: V. Sonor. The Valuation of Gross Industrial 
Production in Comparable Wholesale Prices: 8. GENIN. An investigation 
into the Efficiency of Seed Schedules by the Method of Group Analysis : 
I. PASKHAREV. Application of Statistics to the Elaboration of Amortization 
Norms: V. Awntstmov. Mechanical Accountancy and Computation 
Work : D. Zaax and T. TrrzBanurt. Falsification of the Cost of Living 
Index in the U.S.A. : L. SyRuin. 

No. 3, 1952. New Successes of the Socialist Economy. The State Budget 
of U.S.S.R. for 1952: K. Exonsxy. Current Questions in Trade 
Statistics : 8. Particut. The Regulation, Acceleration and Simplification 
of Statistical Returns: A. Dimitrriev. Some Questions of Statistical 
Theory: N. Mrxwattov. Concerning the Objects and Methods of Soviet 
Statistics : S. OstroumMov. Questions of Organization and Methodology 
in the Census of Fruit and Berry Plantings in 1952: I. Levitin. The 
Successful Development of Industry in the Peoples’ Democracies: L. 
Borisov and I. Sosensky. How to Improve the Organization of Sample 
Surveys of Budgets of Workers, Employees’ and Collective Farmer's 
Budgets : 8. PostntKov. 


NEW BOOKS 
British 
AMERICAN Economic ASSOCIATION SERIES. Readings in Monetary 


Theory. London: Allen & Unwin, 1952. 83”. Pp.v+ 514. 30s. 


[A wide welcome will be accorded to this latest addition to a now famous 
series, appearing in this country under the imprint of an English publisher and 
offered for sale at a reasonable price. Professors F. A. Lutz and L. W. Mints, 
who have been responsible for the editing of the present volume, have cast their 
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net wide and have brought together an interesting and stimulating collection of 
articles. If the number of items of really fundamental importance is perhaps 
somewhat less than in earlier A.E.A. Readings, this is largely because more than 
a few of the articles which might have been thought to demand inclusion in any 
collection of readings on money had, by an unavoidable overlap, already been 
reprinted in Readings in Business Cycle Theory and Readings in the Theory of 
Income Distribution. | 


Amery (J.). The British Commonwealth and Western Europe. 
British Commonwealth Affairs, No. 7. London: Longmans, 1952. 
8)”. Pp.5+ 16. 1s. 6d. 

(The author favours a United Europe in which the member countries would 
be bound together not by a federal constitution but by some such relation as 
subsists between members of the British Commonwealth. A union of this type, 
it is argued, would be best adapted for close co-operation with the British 
Commonwealth itself and with the United States. ] 


AsHwortsH (W.). A Short History of the International Economy, 
1850-1950. London: Longmans, 1952. 9’. Pp. 5+ 256. 18s. 


[To be reviewed.] 


Bonn (M.J.). Whither Europe. Union or Partnership? London: 
Cohen & West, 1952. 83”. Pp.7-+ 207. 15s. 


[To be reviewed.] 


British ELrctrRicAL DEVELOPMENT ASSOCIATION. Materials 
Handling in Industry. 1952. 84”. Pp. iv + 142. 

[This book is one of a series published by the British Electrical Development 
Association dealing with specialised industrial applications of electricity. It 
contains brief accounts of a wide variety of methods of mechanical handling of 
materials. ] 


FERNANDO (G. I. O. M.). Report on a Co-operative Study Tour 
of Europe, 1950. Colombo: Ceylon Government Press, 1952. 94’. 
Pp.8 + 95. Rs. 1.90. 

[The report outlines the achievements of the co-operative movement in the 
different countries of western Europe, with special reference to problems of co- 
operative education. ] 

FussELL (G. E.). The Farmers’ Tools. London: Andrew 
Melrose, 1952. 94’. Pp. 5+ 246. 42s. 


[To be reviewed.] 


GOLDSTEIN (JosEPH). The Government of British Trade Unions. 
London: Allen & Unwin, 1952. 83”. Pp.10+ 300. 25s. 


[To be reviewed. ]} 


Hague (D. C.) and Newman (P. K.). Costs in Alternative Loca- 
tions: the Clothing Industry. Cambridge University Press, for tie 
National Institute of Economic and Social Research, 1952. 93’. 


Pp.v + 73. 12s. 6d. 

[To be reviewed.] 

K. G. J. C. Knowtes. Strikes. A Study in Industrial Conflict. 
Oxford : Blackwell, 1952. 10”. Pp. v+ 330. 42s. 

[To be reviewed.] 

Konan (C.M.). Works and Buildings. London: H.M. Stationery 
Office, 1952. 94”. Pp. vi+ 540. 32s. 6d. 


[To be reviewed.] 














1952] RECENT PERIODICALS AND NEW BOOKS 977 


LEUBUSCHER (CHARLOTTE). The Processing of Colonial Raw 
Materials. London: H.M. Stationery Office, 1951. 94". Pp. ii+ 
186. 10s. 


[To be reviewed.]} 


MEADE (JAMES Epwarp). A Geometry of International Trade. 
London: Allen & Unwin, 1952. 8}”. Pp.5+ 112. 28s. 


[To be reviewed.] 


NaTionaL INSTITUTE oF Economic aNnD SoctaL RESEARCH. 
Register of Research in the Social Sciences in progress and in plan and 
Directory of Research Institutions. London: Cambridge University 
Press, 1952. 10”. Pp.4+ 188. 15s. 


[The latest edition of this admirable register is distinguished, like its 
predecessors, by the wealth of detail contained and by the full system of indexing 
on which its usefulness so largely depends. } 


NUFFIELD FounpaTIon. Seventh Report, for the year ending 
31 March, 1952. London: Oxford University Press, 1952. 84”. 
Pp. 9 + 161. 


{In addition to a survey of the various research projects currently supported 
by the Foundation, this year’s report also contains a justification of the Founda- 
tion’s policy of making grants for specific rather than for general purposes. } 


THE OBSERVER. Re-thinking our Future. London: The Ob- 
server, 1952. 8”. Pp.3+ 40. 9d. 


[A reprint in more permanent form of a series of articles that appeared weekly 
in the Observer during August and September 1952.] 


Osata (E. M.). Agricultural and Economic Progress. London : 
Oxford University Press, 1952. Pp. x + 220. 25s. 


[The author assembles material about changes over the last century in the 
proportionate importance of agriculture in the national output of the U.S., the 
U.K. and Sweden. In the course of this he calculates new figures for the net 
output of U.K. agriculture over groups of years in this period, but the rest of the 
data are taken from fairly well-known sources. In the latter part of the book 
sundry issues, such as the likely long-term trends in demands for the products of 
agriculture as a whole and the relative position of different products, are discussed. 
The major weakness is that the statistical material and the theoretical argument 
do not tie up. It may well be true that the long-term tendency is for world 
output of agriculture to increase less than proportionately to world output as a 
whole. But such a conclusion cannot be deduced only from changes in the ratio 
of net output of agriculture to national income in a few individual countries. 
Probably the most useful part of the book is the Appendix showing agricultural 
net output in the U.K. over the last hundred years. But even here some of the 
assumptions, such as that poultry output in Britain can be correlated with that 
in Ireland over a period of sixty years, must stick in all but the widest throats.] 


Pigou (A.C.). Essays in Economics. London: Macmillan, 1952. 
8". Pp.v +241. 15s. 


[To be reviewed.] 


Poot (A. G.). Economists and Social Policy. Leicester: Uni- 
versity College, Leicester, 1952. 73”. Pp.3+ 20. Ils. 


[The greater part of this interesting lecture is devoted to a survey of the 
changing attitudes that have been adopted by economists in different generations 
towards state intervention in economic affairs. Professor Pool goes on to consider 
the necessarily restricted scope of the advice that can be tendered by the 
economist gua economist toward the solution of social problems, and concludes 
by emphasising the importance of providing university students of economics 
with a broad basis of their studies if they are rightly to understand both the value 
of their discipline and its limitations. } 
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Rinerose (H. G.). Trade Unions in Natal. Natal Regional 
Survey, Volume 4. Cape Town: Oxford University Press, 1951 
(London : Geoffrey Cumberlege, 1952). 83”. Pp.v+ 111. 12s. 6d. 


[This begins with an historical account of trade unions in Natal; the first 
purely South African trade union was the Typographical Society of Natal, formed 
in 1888; earlier unions had been branches of various British unions. It goes on 
to a survey of the coverage of trade unions in 1948, including non-European and 
native unions as well as European unions. It is estimated that Natal membership 
of unions amounted in 1948 to about 58,000 Europeans, Indians and Coloured 
and to about 21,000 Africans, mostly grouped in small unions of less then 2,500 
members. Final chapters discuss the legal position and trade-union policies.] 


Rogssins (LIionEL). The Theory of Economic Policy. London: 
Macmillan, 1952. 83”. Pp. vii+ 217. 15s. 


[To be reviewed.] 


Rospertson (D. H.). Utility and All That and other essays. 
London: Allen & Unwin, 1952. 9”. Pp. 13 + 206. 18s. 


[To be reviewed.] 


Ross (J. F. 8.). The Achievement of Representative Democracy. 
Cambridge : Bowes & Bowes, 1952. 81”. Pp. 20. 2s. 6d. 


[The author condemns our present system of parliamentary representation 
on the grounds that it does not yield a legislature that fairly represents the political 
opinions of the electors and that it gives a dangerous and increasing amount of 
power to the party machines. He favours instead the system of multi-member 
constituencies elected by means of the single transferable vote. ] 


THE Scottish Councit. Report of the Committee on Local 
Development in Scotland. Edinburgh: The Scottish Council, 1952. 
9)”. Pp. 5+ 50. 

[This Committee, under the chairmanship of Professor A. K. Cairncross, was 
appointed to consider the present economic position of country towns in Scotland 
and to suggest means of encouraging industrial expansion in them where this 
seemed desirable. Their report contains some interesting evidence on recent 
trends in industrial location. It calls attention in particular to the slight but 
significant drift of population away from Glasgow and its immediate environs 
revealed by the recent census figures, and to the beneficial effects on the economies 
of country towns that have been brought about by the prosperity of agriculture 
during and since the war. After a summary of the position in each of the main 
areas studied, the Report goes on to make some sensible recommendations on the 
principles by which policy should be guided and on the best ways of attracting 
new enterprise to areas which need it.] 

SraFra (P.) (with the collaboration of M. H. Doss). The Works 
and Correspondence of David Ricardo. Vol. VI. Letters, 1810- 
1815. Pp. v+ 353. Vol. VII. Letters, 1816-1818. Pp. v + 387. 
Vol. VIII. Letters, 1819-1821. Pp. v + 403. Vol. IX. Letters, 
1821-1823. Pp. v + 401. Cambridge University Press (for the 
Royal Economic Society), 1952. 9”. 24s. each. 

[To be reviewed. ] 


S. Evetyn Tuomas. Elements of Economics. Tenth Edition. 
London: Pitman, 1952. 8”. Pp. v + 605. 30s. 


[The tenth, fully revised, edition of a very well-known elementary test-book.] 


UNILEVER LimiTED. Margarine and World Nutrition. London : 
Uniliver, 1952. 8”. Pp.3 +4 15. 

[This address delivered by the Chairman of Unilver surveys the contribution 
which the margarine industry is likely to make in future years to world nutrition. 
Some interesting comparisons are drawn between trends in the consumption and 
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production of margarine with those of butter, and attention is called to the 
relatively greater difficulty likely to be experienced in increasing production of 
butter, especially in view of the strongly upward tendency in the demand for 
liquid milk.] 


UNIVERSITY OF NaTAL DEPARTMENT OF Economics. Experiment 
at Edendale. A study of a non-European settlement with special 
reference to food expenditure and nutrition. University of Natal 
Press, 1951 (London: Geoffrey Cumberlege, 1952). 83’. Pp. viii + 
246. 308. 


[Edendale began in 1851 as the private Eden of an ex-Wesleyan missionary 
who, after disputes with the mission authorities in London, acquired a farm and 
led 450 of his native followers to the new settlement. The farm was divided up, 
and when the original founder retired ten years later, the native holders of plots 
acquired freehold title deeds. But after a period of success and prosperity there 
came an economic decline. It ceased to be an isolated and self-sufficient com- 
munity and became more and more involved in the general monetary economy of 
Natal. There are now small groups of Europeans and of Indians, though the 
population remains predominantly African. This survey, undertaken by the 
Durban Economic Research Committee, is largely concerned with the standards 
of nutrition both of African and of Indian households. Butasa background to this 
much information has been collected about composition of households, housing 
conditions, and income and expenditure.] 


Woop (Atan). Mr. Rank. A Study of J. Arthur Rank and 
British Films. London: Hodder and Stoughton, 1952. 8}’. 
Pp. 9 + 288. 20s. 


[To be reviewed.] 
Indian 


Menta (J. K.) (Ed.). Fundamentals of Economics. Allahabad : 
Pothishala, 1949. 8}”. Pp. 3-+ 806. Rs. 12/8. 


[To be reviewed. ] 


RasKuMAR (N. V.) (Ed.). The Pilgrimage and After. New 
Delhi: The All-India Congress Committee, 1952. 84”. Pp. 1-+ 176. 
Rs. 2/8. 

[An analysis, from a Congress Party standpoint, of the Indian election 
results. | 


Sayana (V. V.). Land Sales, Land Values and Land Transfers. 
Delhi: S. Chand, 1952. 8”. Pp.2+ 64. Rs. 3/8. 


[The problem with which Dr. Sayana, who is Lecturer in Agricultural Eco- 
nomics in the University of Bombay, is here concerned is the nature and extent 
of land transfer. He argues that, while some changes of ownership are bene- 
ficial, many transfers are damaging to agricultural efficiency. He set out there- 
fore to study the nature and extent of such transfers in certain districts in Bombay 
and Madras States. The inquiry has made it clear that since the conferment of 
the proprietary or occupancy rights in full, with no check on transfer, land has 
been changing hands rapidly, and the pace was considerably accelerated during 
the depression of the thirties. The author argues that some legal limitation on 
transfer is desirable and discusses alternative methods of securing it.] 


Srncu (Bausit). Federal Finance and Underdeveloped Economy. 
Bombay : Hind Kitabs, Ltd., 1952. Pp. iii +176. 10s. 


[Dr. Baljit Singh argues that the simpler problems of poor and backward 
countries have been obscured in recent discussions of techniques for stabilising or 
enlarging aggregate demand, which haveimplicitly assumed a fiscal and mone- 
tary system of a far more developed type than exists in such countries. The main 
problems of the more backward countries are the removal of bottlenecks in 
production, better allocation of resources and increased capital. Whereas highly 














980 THE ECONOMIC JOURNAL [DEC. 


industrialised countries may tend to have a shortage of investment opportunities 
and a secularly falling rate of interest, the under-developed country has to find 
(he argues) complementary resources for investment in almost all sectors of the 
economy. Policies appropriate to the one state are wholly inappropriate to the 
other. With these needs in mind, Dr. Baljit Singh studies the proper réle of 
public finance and the difficulties of division of fiscal sovereignty between a 
central and provincial governments. | 


American 


ApteR (J. H.), Scuiesmncer (E. R.) and WEsTERBORG 
(EveLYN VAN). The Pattern of United States Import Trade since 
1923. New York: Federal Reserve Bank, 1952. 10”. Pp. 5 + 136. 


[To be reviewed. ] 


ADLER (J. H.), SCHLESINGER (E. R.) and Otson (E. C.). Public 
Finance and Economic Development in Guatemala. Stanford: 
University Press (London: Geoffrey Cumberlege), 1952. 9”. Pp. 
v + 282. 40s. 

[To be reviewed. ] 


Arny (CLARA Brown). The Effectiveness of the High School 
Program in Home Economics. Minneapolis: University of Min- 
nesota (London: Geoffrey Cumberlege), 1952. 9”. Pp. v + 319. 
38s. 


[‘‘ Home economics ” is not, as one might suppose, the home study of political 
economy, but ofxovoyiéa in its strict sense of domestic science. The present volume 
is the account of a research project undertaken to discover the strengths and 
weaknesses in the home economics programmes of a group of high schools in 
Minnesota, and to suggest methods in which they might be improved.] 


BacKkMAN (JULES). The Economics of Annual Improvement 
Factor Wage Increases. New York: University Schools of Business, 
1952. 93”. Pp.1+ 72. 

[The subject of this monograph is the system by which a regular annual 
increment to wages is awarded as an automatic means of passing on to labour the 
benefits of increasing productivity. This idea has gained publicity through its 
adoption by General Motors. Professor Backman’s analysis is in effect a recital 
of the disadvantages of the scheme, without too much attention being given to 
any actual or potential merits which it may possess. The principal burden of the 
author’s criticism is that under the working of the price system the connection 
between productivity gains and increases in wage-rates has been, and is bound 
to be, very indirect and often far from close, so that the general adoption of the 
annual improvement factor system would involve disruptions of unforseeable 
magnitude in cost—price relationships. ] 


Bartow (E. R.). Operating Results of Limited Price Variety 
Chains in 1951. Bureau of Business Research Bulletin No. 138. 
Boston : Harvard University Graduate School of Business Administra- 
tion, 1952. Pp.iv + 33. $2. 

[The present edition of this regular publication follows the lines laid down in 
previous years. The figures given show that net gains after tax in the stores 
studied were at'a lower level in 1951 than in any other post-war year, since the 
increase in sales was substantially outstripped by the increase in costs and taxes. | 

THe Brooxines Institution. Opie (R.) and Associates. The 
Search for Peace Settlements. Washington: The Brookings Institu- 
tion, 1951. 9”. Pp. xvii + 366. $4. 

Tue Brooxrines Institution. Major Problems of United States 
Foreign Policy, 1951-1952. Washington : The Brookings Institution, 
1952. 94’. Pp. xiv + 479. $3. 
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THE Brooxines Institution. Major Problems of United States 
Foreign Policy, 1952-1953. Washington: The Brookings Institution, 
1952. 93”. Pp.v+ 412. $4. 

[Since 1946 the International Studies Group of the Brookings Foundation has 
been conducting a programme of research and education in international relations. 
Tis has resulted in the publication of a series of monographs on various special- 
isea aspects of American foreign policy, of which The Search for Peace Settlements, 
by iiedvers Opie and Associates is an example, and also to a series of annual 
surveys of United States foreign policy, of which the two volumes under review, 
dealing with events between July 1950 and July 1952, are the fifth and sixth. 
The programme has had the objects of fostering an informed public opinion in 
the United States and of guiding American officials and business men through 
the complexities of American foreign relations. The Search for Peace Settlements 
is a chronicle of an intricate and technical set of negotiations, clear, detached and 
elucidating the general issues of diplomacy in terms of Soviet intransigence. The 
Surveys are also full, painstaking and scrupulously objective; but their useful- 
ness is impaired by trying to do too much. Unlike the similar studies by the 
Royal Institute of International Affairs, the Brookings Survey attempts to be 
more than a handbook of events from which policy may be gently inferred. Its 
approach is not that of a contemporary historian but of a scientist of international 
relations. The authors take up an Olympian standpoint from which they 
attempt to discover the universalised principles governing the exercise of power 
in foreign affairs. The analysis of events is obscured rather than clarified by 
the use of generalised concepts like “‘ objectives,” ‘‘ interests,”’ “* policies,’ which 
are given pseudo-scientific definition. The attempt at a schematic analysis 
leads the authors into that characteristic pitfall of the social scientist: the 
adumbration of platitudes disguised in jargon. The admirable summaries of 
events and policies are introduced by cloudy general theory unsupported by that 
judicious use of specific illustration which alone would bring such writing to 
life; and too frequently even for a hurriedly written yearly survey the authors 
fall into journalistic clichés of the ‘“‘ power vacuum” kind. This approach to 
the problems of foreign policy, while courageous, is unrewarding. In the first 
place it makes for dull reading : and the events themselves are anything but dull. 
But more important, it must convey the impression to the students who read it— 
and the whole programme is designed to educate statesmen—that the conduct of 
foreign policy is a science and not an art.] 


THE Brooxrines Institution. Health Resources in the United 
States. Wisconsin: George Banta Publishing Co., 1952. 9”. 
Pp. v + 344. $5. 

[This work of reference provides a variety of statistical and other information 
in the field of public health, and analyses the numbers and local distribution of 
doctors, nurses and other health workers in the United States. Economic 
aspects of medical care are lightly touched upon. } 


Cary Brown (E.). Effects of Taxation. Depreciation Adjust- 
ments for Price Changes. Boston: Harvard University Graduate 
School of Business Administration (London: Bailey Bros. & Swinfen 
Ltd.) 1952. 8”. Pp.v+ 161. 26s. 


[To be reviewed.] 


CoLEMAN-NortTon (P. R.) (Ed.). Studies in Roman Economic and 
Social History. Princeton University Press (London: Geoffrey 
Cumberlege), 1952. 84”. Pp. vii+ 373. 32s. 6d. 


[To be reviewed. ] 


Dopps (H. W.), Hacker (L. M.) and Rocsrs (L.). Government 
Assistance to Universities in Great Britain. Memoranda submitted to 
the Commission on Financing Higher Education. New York: 
Columbia University Press (London: Geoffrey Cumberlege), 1952. 
9”. Pp. vii+ 133. 16s. 


[The original purpose of this study was to make available for those in the 
United States who are confronted with the financial difficulties of higher education 
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an authoritative account of how the similar problems have been handled in the 
United Kingdom. But it provides incidentally for the British reader a fascinating 
opportunity of seeing these arrangements through very experienced American 
eyes. For the three main contributors are Harold W. Dodds, President of 
Princeton University, who writes on government grants, Louis M. Hacker, 
Dean of the Faculty of General Studies in Columbia University, who writes on 
the relations of the universities and government, and Lindsay Rogers, Professor 
of Public Law in Columbia University, who writes on the University Grants 
Committee. All three authors had had considerable opportunity to get to know 
the British system at first hand. The studies are very fully supported with 
tables and figures. Their general impressions can best be summarised by quoting 
from the foreword: ‘“‘ There is no basic disagreement in the conclusions of the 
three authors. They have pointed out that the British government has become 
the principal financial support of the universities in the United Kingdom; that 
the machinery works well for the most part and is generally satisfactory to the 
government and the universities; and that even with the greatest goodwill 
towards the universities and with the greatest respect for the traditions of 
academic freedom, government financial support does mean government guidance 
of academic policy. All three make it clear that the government machinery works 
well in Great Britain because of social and political customs and institutions which 
are peculiar to that country and which are not reproduced or reproducible in the 
United States. Yet the potentialities of conflict between government and 
universities are present, are recognised and are beginning to occasion deep-seated 
anxieties.” Butitis fair to add to these fears for the possible future the statement 
that all of these men, pursuing the subject independently, were impressed with 
the fact—paradoxical and surprising to Americans—that, despite increasing 
financial assistance from the government (it now amounts to 60% of the total 
income), the tradition of academic freedom in Great Britain remains stronger 
than in any other country of the world.] 


Duncan (J.8.), Straus (H. O.) and Nutt (K.). Highway Finance 
in New Mexico. Albuquerque: University of New Mexico, 1952. 
8)”. Pp. iii +31. 50c. 

[A survey of the advantages and disadvantages of alternative methods of 
financing the improvements that are necessary in New Mexico’s highway system. |] 


Finuey (Moses I.). Studies in Land and Credit in Ancient Athens. 
New Jersey: Rutgers University Press, 1952. 9”. Pp. vii + 332. 
$3.50. 


[To be reviewed.] 


FranKEL (S. H.). Some Conceptual Aspects of International 
Economic Development of Underdeveloped Territories. Princeton : 
International Finance Section, Princeton University, 1952. 9”. 
Pp. 25. 

[In this paper Professor Frankel criticises what he conceives to be the 
excessively mechanistic tendency in much modern thinking on the problem of the 
economic development of backward countries. He points out that mere expendi- 
ture of capital does not of itself automatically lead to the creation of anything of 
permanent value; the investment must be of a type suited to the economic and 
social structure of the borrowing country, and it must, above all, be of such a 
nature as to foster the individual enterprise and inventiveness on which further 
progress principally depends. ] 


GALBRAITH (JOHN KENNETH). A Theory of Price Control. Cam- 
bridge : Harvard University Press (London: Geoffrey Cumberlege), 
1952. 84”. Pp.v+8l. 10s. 6d. 

[To be reviewed. ] 

GALENSON (WALTER). The Danish System of Labor Relations. 
Cambridge: Harvard University Press (London: Geoffrey Cumberlege), 
1952. 9”. Pp. viii + 381. 25s. 


[To be reviewed.] 
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Harris (SEyMourR). The Economics of New England. Cambridge: 
Harvard University Press (London: Geoffrey Cumberlege), 1952. 
82”. Pp. vii+ 317. 31s. 6d. 


[To be reviewed.] 


HickMAN (W. Brappock). Trends and Cycles in Corporate Bond 
Financing. New York: National Bureau of Economic Research, 
1952. 9”. Pp.1 + 37. 

[This is a summary of a forthcoming larger study, to be entitled The Volume 
of Corporate Bond Financing since 1900. Particulars are given of the volume of 
corporate bonded indebtedness outstanding in railroads, public utilities, and other 
sectors of the United States economy in each year since the beginning of the 
century, and the causes of the movements revealed are briefly analysed. The 
relation between bond offerings and extinguishments and substitutability of 
bonds and common stocks in corporation finance are found to be of prime 
importance with respect to both long-period and short-period movements. The 
inverse relation between bond off-rings and business cycles is largely to be 
explained by the ratio of stock to bond prices. ] 


Hoititoway (Rosert J.). The Development of the Russian Iron 
and Steel Industry. California: Stanford University Press, 1952. 9”. 
Pp. iii + 59. $1. 


[To be reviewed. ] 


Jasny (Naum). Soviet Prices of Producers’ Goods. California : 
Stanford University Press (London: Geoffrey Cumberlege), 1952. 
84”. Pp. vii+ 180. 16s. 


[To be reviewed.] 


Jasny (Naum). The Soviet Economy During the Plan Era. 
California: Stanford University Press (London: Geoffrey Cumberlege), 
1952. 8%”. Pp.ix+ 116. 16s. 


To be reviewed.] 


Jasny (Naum). The Soviet Price System. California: Stanford 
University Press (London: Geoffrey Cumberlege), 1952. 84”. 
Pp. ix + 179. 16s. 


[To be reviewed.] 


Krumet (Lewis H.). Share Owners in the United States. 
Washington: The Brookings Institution, 1952. 9”. Pp. iii + 140. 
$1.50. 


[This study is based on material furnished by some 3,000 corporations and 
on a large-scale sample survey of the shareholdings of families. The purpose is 
not so much to throw light on problems of ownership and control—the details 
provided on the size distribution of shareholdings being relatively brief—but 
rather to discover the types of individuals and institutions that preponderate 
amongst shareholders. It is reckoned that one in every sixteen adults in the 
United States owns shares, and that shares held by individuals on their own 
account comprise rather more than 60% of the total. Detailed particulars are 
given showing the distribution of shares between persons classified by occupation, 
age, sex, income and other divisions. ] 


KoxxKauis (A.). Why is the Theory of Labor the only Funda- 
mental and Exact Economic Theory. Concord: the Author, 1952. 


Pp. 56. 


[This is a restatement by the author of the ideas expounded at greater length 
in 1950 in a book entitled Introduction to the Total Theory of Labor : New Positive 
Foundation of Economics. Since the present pamphlet is shorter than the book, 
the central theme is rather easier to follow, although it remains elusive. The 
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theory in question is expounded as a set of postulates having a priori validity 
and “‘ as such beyond any discussion ”; by means of it one can “ explain positively 
all economic problems”; beside it all other theories are misleading; and the 
author foresees that ‘“‘ in the future there will be no university or college with a 
department of economics or of sociology which will not have a chair of the theory 


of labour.”” Labour is distinguished as being of two kinds, “ directive ’’ and 
“‘executory.” Nature is passive, and capital is merely a ‘‘ produced means of 
production.” The relation between the two kinds of labour (postulated as the 


‘**two value elements ”’) is declared to be “not an additive, but a multiple relation,” 
and this conclusion declared to be “‘ most revolutionary,” since it shows that 
‘** we can increase infinitely the national income and therefore capital.’’ Profit is 
apparently regarded as in some way the product of the “ directive labour ”’ of 
entrepreneurs. One has the feeling that the author may be straining after some 
important ideas, but the result tails off into mystification. The pamphlet con- 
cludes with an open letter to President Truman informing him that any large 
nation which applies his theory “ will, after a certain period of time, be the 
strongest nation of the World,” and requesting the foundation of an Institute for 
research into the subject and an invitation to the author to lecture on it in Wash- 
ington before the President in person.] 


Kriz (Mrrostav A.). The Price of Gold. New Jersey: Princeton 
University, 1952. 84”. Pp. 1 + 27. 

[A statement of the case against raising the dollar price of gold at the present 
time. The author maintains that the arguments advanced by South African 
mining interests in favour of an increase in the price of gold to keep its price in 
line with prices of other commodities are invalidated by the special position 
of gold as a monetary metal. Moreover, the contribution to the solution of the 
dollar problem which such a move could bring would, at best, be slight. ‘‘ The 
world needs a fixed point of reference for national currencies, and in view of the 
weight of the United States in world economy and finances, this point of reference 
to-day can only be the United States dollar and the dollar price of gold.”} 


MacGrppon (D. A.). The Canadian Grain Trade 1931-1951. 
University of Toronto Press (London: Geoffrey Cumberlege), 1952. 
9”. Pp. vii + 227. 36s. 


[To be reviewed. ]} 


McNarr (Matcom P.). Operating Results of Department and 
Specialty Stores in 1951. Massachusetts: Harvard University, 1952. 
11”. Pp. iv + 66. $5. 

[The figures presented in this year’s issue of this report are found to lead to 
the conclusion that ‘in retrospect 1951 will have to go down in the records as the 
year when the merchants and the economists guessed wrong and the consumers 
guessed right ’”—inasmuch as shortages of goods in the shops became less severe 
rather than intensifying. A special feature of the report is a section dealing with 
recent improvements in expense-control methods practised by department 
stores. | 


MaRKHAM (JESSE W.). Competition in the Rayon Industry. 
Cambridge: Harvard University Press (London : Geoffrey Cumberlege), 
1952. 94”. Pp. vii + 245. 32s. 6d. 

[To be reviewed. ] 


MIKESELL (R. F.). United States Economic Policy and Inter- 
national Relations. London: McGraw-Hill, 1952. 94”. Pp. vii + 341. 
40s. 6d. 


[To be reviewed.] 


RoNKEN (HARRIET O.) and LAWRENCE (PauL R.). Administering 
Changes. A Case Study of Human Relations in a Factory. Boston : 
Harvard Graduate School of Business Administration, 1952. 84”. 
Pp. v + 324. $3.50. 


[To be reviewed.] 




















1952] RECENT PERIODICALS AND NEW BOOKS 985 


SCHLESINGER (EUGENE RicHaRD). Multiple Exchange Rates and 
Economic Development. New Jersey: Princeton University Press 
(London: Geoffrey Cumberlege), 1952. 9”. Pp.1-+ 76. 6s. 6d. 

[This interesting monograph is based on a study of the multiple exchange- 
rate systems adopted by various countries in Latin America. The author’s 
conclusion is that the special balance-of-paymenis difficulties in which under- 
developed countries are involved by the process of industrialisation provide 
much greater justification for the use of multiple exchanges there than can be 
put forward for their use by mature industrial countries. On the other hand, the 
efficacy of multiple-exchange-rate systems is liable to be seriously impaired if a 
reasonable degree of internal price stability cannot be maintained; and it is 
important to appreciate more clearly than has been appreciated by the authorities 
in a number of Latin American countries that the objects which can be achieved 
by such systems are limited, and that the endeavour to accomplish an excessive 
multiplicity of purposes by the same means is likely to lead to failure.] 

SmitH (Dan THRooP). Effects of Taxation. Corporate Financial 
Policy. Boston: Harvard Graduate School of Business Administra- 
tion (London: Bailey Bros. & Swinfen, Ltd.), 1952. 8”. Pp. v+ 
161. 26s. 


[To be reviewed.] 


Sonne (H. Curistran). Savings and Inflation. Long-Run Pros- 
pects and Policies. Minneapolis: University of Minnesota, 1952. 
74’. Pp.1 +17. 

[In this address the Chairman of the Board of Trustees of the National 


Planning Association discusses some of the difficulties that must be surmounted 
before a high level of employment can be reconciled with stability. ] 


Sprecet (H. W.) (Ed.). The Development of Economic Thought : 
Great Economists in Perspective. New York: John Wiley & Sons 
(London : Chapman & Hall), 1952. 93’. Pp. vii + 811. 


[To be reviewed. ] 


STERN (SIEGFRIED). The United States in International Banking. 
New York : Columbia University Press (London : Geoffrey Cumberlege), 
1951. 9°. Pp. viii + 447. $5.25. 


[To be reviewed. ] 


TayLor (J.). The Economic Development of Poland, 1919-1950. 
Cornell: University Press (London: Geoffrey Cumberlege), 1952. 
Pp. vii + 222. 24s. 


[To be reviewed.] 


THAYER (RaupH I. and EwizaBetu F.). Collective Bargaining 
Patterns in Spokane County, Washington. Pullman, Washington : 
Washington State College Press, 1952. 93”. Pp. v + 256. 


[A study of the scope and provisions of a large number of contracts between 
labour unions and employers in Spokane County, Washington. Comparison 
between industry groups reveals that differences in scope amongst the agree- 
ments studied, particularly the varying degrees of comprehensiveness which they 
manifest with regard to such questions as seniority and holiday pay, conditions 
of discharge, etc., can largely be traced to the relative permanency of the em- 
ployment provided in different types of industry and to differences in the size 
of the representative firm.} 


Umpsrert (Myron H.), Hunt (Ever F.) and Kinter (CHARLEs V.). 
Fundamentals of Economics. London: McGraw-Hill Book Co., 1952. 
83”. Pp. v + 506. 42s. 6d. 

(This is a second edition of a text-book reviewed in the Economic JouRNAL 


of March 1949, by Mr. Croome. The authors explain that in revising they have 
divided the book for clarity into six Parts, each introduced by a brief descriptive 
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statement. The first three chapters, dealing with the nature of economics and of 
economic systems, have been completely rewritten. The treatment of the 
national income and of the national-income approach to the study of economics 
(criticised by Mr. Croome) has been completely overhauled and expanded from 
one to three chapters. ]} 


Latin American 


InsTITUTO BRASILEIRO DE GEOGRAFIE E EstatisticaA. Numeros 
indices dos precos e das quantidades no comercio exterior e de 
cabotagem. Rio de Janeiro: Instituto de Geografia e Estatistica, 
1951. 103”. Pp. 1+ 184. 


[A carefully compiled collection of statistics relating to the foreign and coastal 
trade of Brazil, accompanied by a text discussing the principal difficulties involved. 
The figures are carried back to 1901 wherever possible. ] 


Instituto DE Economia. La Evolucion de los precios pecuarios 
Argentinos en el periodo 1830-1850. Buenos Aires: Facultad de 
Ciencias Economicas, 1951. 11”. Pp. 5 + 75. 


[The principal purpose of this monograph is to present monthly price statistics 
of a variety of commodities in Argentina for the years 1830-50, derived from 
contemporary newspapers and other sources. The author briefly discusses the 
relationships between monetary phenomena and the price level which appear 
to emerge from the statistics. ] 


French 


BETTELHEIM (C.). Problémes théoriques et pratiques de la 
planification. Cours professé a I’Ecole Nationale d’Organisation 
Economique et Sociale. Paris: Presses Universitaires de France, 
1951. 93”. Pp. 395. 1,200 frs. 


[The practical problems of economic planning are dealt with largely by a 
description of Russian techniques, supplemented by brief appraisals of the results 
of planning in Czechoslovakia, Hungary and Poland. The author takes a very 
bright view of them all. It might be wise to note, however, that percentage 
figures of increases over some year or Other are not always illuminating and that 
‘* over-fulfilment ” of targets need not be an index of success. It might be the 
reverse. The author goes on to deal at length with the theoretical problems of the 
planned economy.] 


Institut DE ScrENCE EcoNOMIQUE APPLIQUEE. Les Plans 
Monétaires internationaux, 6-7. Paris: I.8.E.A.,1952. 11”. Pp.4+ 
145 and 4 + 167. 


[These are two roneo-ed reports prepared by a group of workers in Professor 
Perroux’s Institute. The director of the team has been Professor Maurice Bye, 
and its more permanent members have included Mm. P. Baichere, P. Bauchet, 
M. Pannier and R. Vincent. After brief studies of some of the earlier institutions 
engaged in international finance and lending, there are more intensive studies of 
British and other foreign investment during the nineteenth century and down to 
1939. The studies of British lending would appear to be based chiefly on the 
well-known investigations of Hobson, Jenks, Lavington and others. Particular 
stress is placed on the machinery and institutions for foreign investment, and on 
the spreading of risks between different countries and markets. In the second 
volume the subjects dealt with include the imperfections of the investment 
markets and the political influences and implications. A concluding section 
deals with the fragmentation of the market and the influence of certain institutions 
such as the great international banking houses, both in London and other centres, 
and finally the effects on the markets of state intervention in its different forms.] 
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MartTIN (J.-P.). Les finances de guerre du Canada. Paris: 
Librairie Armand Colin, 1951. 94%”. Pp. vi+ 212. 600 fr. 


[M. Martin has made a careful study of war finance in Canada, and has analysed 
the changes in fiscal policy which were entailed by the Canadian war effort. He 
discusses the extraordinary physical magnitude of that effort and its effects on 
the economic structure of Canada. As he points out, a great deal of economic 
development was compressed into a relatively short period, and the character of 
the economy was substantially modified.] 


MINISTERE DES Finances. Statistiques et Etudes Financiéres. 
Supplement: Finances Comparées, No. 12. Paris: Imprimerie 
Nationale, 1951. 103”. Pp. 242. 


[This volume is the second (the first was given a brief notice in the Economic 
JouRNAL, September 1952) of a series of supplements to the monthly Journal 
concerned with systems of public finance in different countries. This time the 
countries covered are Western Germany, Belgium, Switzerland and the U.S.8.R. 
In the case of the first three the procedure is much the same. A brief outline of 
the historical evolution of the present tax structure is followed by a description 
of the main taxes and sources of revenue of all the various layers of Government, 
together with very recent figures showing the receipts under each head. A short 
conclusion summarises the main points. In the case of the U.S.S.R. the method 
of presentation is changed to give priority to the turnover tax. Even though it 
is impossible to give such full and up-to-date information as with the other 
countries, a very useful picture of the Soviet financial system, and one that is not 
easily obtainable elsewhere, is given. If the remaining two volumes of the series 
maintain the same standard as the first two, the Ministére des Finances will have 
accomplished an extremely worthwhile job.] 


ScHuMAN (Rosert). Le Plan. Strasbourg: Pabli-Europe, 1952. 
7”. Pp.3+ 127. 1.20 Mk. 


[This popular pamphlet prints the test of the treaty, an account of the machin- 
ery for the operation of the plan and comments on its possible effects on various 
countries and on the prospects for peace and European co-operation by a dozen 
well-known writers. } 


Belgian 


JacguEMYNS (G.). Pour ou Contre la Limitation des Naissances. 
Brussels : Parc Léopold, 1952. 9”. Pp.10 + 66. 


[This prints the results of a public-opinion inquiry conducted by the Institut 
Universitaire d’Information Sociale et Economique. They show that there are 
more who support measures to secure larger families (47-1%) than who believe that 
family limitation is desirable (42-9%). The industrial population are much more 
favourable to family limitation than the rural population (56-9% against 27-2%). 
Women are much more favourable to it than men (49-3% against 38-9%), and 
this is particularly true of women working outside the home (54:-4%). There are 
wide differences between the Walloon (48-0%), Flemish (31-1%) and Brussels 
districts (70-4%).] 


Royer (R.) and JAEGER (G.). Le maintien du pouvoir d’achat des 
pensions sociales. Brussels: A. Brancart, 1951. 94”. Pp. 108. 

[The problem of the appropriate principles and techniques to be applied to the 
determination of pensions has been receiving attention in several countries, for 
example, the United Kingdom and Sweden. This Belgian contribution in the 
same field examines the nature of the difficulties which are encountered and some 
alternative means of meeting them. A series of quantitative ‘“‘ models ”’ is given. 
The book is primarily of specialist interest, but it contains material of a more 
general character. ] 


Soortr& p’Economiz PoLiTiquE DE BELGIQUE. Comptes-rendus 
des travaux. No. 204. L’Union Européenne des Paiements. Con- 
férence par R. Trirrmy. Pp. 30. No. 205. Convertibilité Monétaire 
et Réarmement. Conférence par M. A. HEemperin. Pp. 24. No. 
No. 248.—voL. LXII. 3T 
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206. Le Plan Schuman. Conférence par P. Van DER Est. Pp. 32. 
No. 208. Variations Réactionnaires sur un Théme Progressiste; 
colonialisme et droits politiques des Autochtones. Conférence par 
H. Depace. Pp. 32. Brussels: Société d’Economie Politique de 
Belgique, 1951. 84”. 

[These papers are reports of the proceedings of the Society, for the following 
datesin 1951: April 10 (lecture by Mr. Triffin on E.U.P.); April 17 (Mr. Heilperin 
on Convertibility and Rearmament); May 8 (M. Van der Est on the Schuman 
Plan); November 6 (M. Depage on some questions of colonial policy).} 


Luxembourg 


L’Economiz LuxEMBOURGEOISE EN 1951. Luxembourg : Service 
d’études et de documentation économiques, 1952. 94”. Pp. 7+ 148. 

[This a review ex-post of the Luxembourg economy. The index of production 
(1937-38 = 100) rose from 118 in 1950 to 142in 1951. Iron production rose from 
2-50 m. tons to 3:16 m.tons. In other respects also the year is regarded as having 
shown a very satisfactory advance.] 


German 


HERLEMANN (H.-H.). Branntweinpolitik und Landwirtschaft. 
Kiel: Institut fiir Weltwirtschaft an der Universitat Kiel, 1952. 9”. 
Pp. iii + 221. 

(This is mainly concerned with the merits and demerits of the Brantwein- 
monopol.]} 


Kuczynski1 (JURGEN). Studien zur Geschichte des deutschen 
Imperialismus. I. Monopole und Unternehmerverbinde. Berlin: 
Dietz, 1952. 8”. Pp. 5 + 398. 


[To be reviewed. ] 


Kuczynski (JiirGen). Studien zur Geschichte der welwirtz- 
chaft. Berlin: Dietz, 1952. 8”. Pp. 5+ 200. 


[To be reviewed.] 


MutHaver (L.). Strukturwandlungen und Nachkriegsprobleme 
der Wirtschaft Schwedens. Kiel: Institut fur Weltwirtschaft an der 
Universitat Kiel, 1952. 8”. Pp. iii + 187. 

[A very thorough factual and statistical study of recent economic changes in 
Sweden. It provides a mars of useful information covering national income, 
employment, trade and the balance of payments, and the development of various 
individual industries. } 

Scamipt (WILHELM F.). Art und Entwicklung der Bodenerosion 
in Sudrussland. Bonn: Institut fiir Raumforschung. 114”. Pp.2+ 
111. 


[A roneo-ed and illustrated report which indicates the extent of the problem 
and gives some account of recent measures of erosion control.] 


SrermyerR (Dr. HERBERT). Grobenordnung und horizontale Ver- 
flechtung in der Eisen-und Stahlindustrie. Kiel: Institut fir 
Weltwirtschaft an der Universitat Kiel, 1952. 114”. Pp. 2+ 119. 

[This includes a number of valuable statistical tables which give the capacity, 
output and capital structure of individual plants as well as larger groups in the 
iron and steel industries of the United States, the United Kingdom, France, 
Belgium and Germany.] : 
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Diz WELTWIRTSCHAFT. December,1951. Kiel: Institut fiir Welt- 
wirtschaft an der Universitat Kiel, 1951. 114”. Pp. 51. 

Die WELTwirtscH4FT. June, 1952. Kiel: Institut fiir Welt- 
wirtschaft an der Universitat Kiel, 1952. 114”. Pp. 51. 


[These are two issues of a half-yearly review of world economic conditions. 
Each of them begins with a general survey of such problems as man-power and 
employment, industrial and agricultural production, public finances, prices and 
wages, trade and the balance of payments, export prospects. Each then goes on 
to survey conditions in some twenty-five to thirty countries, and then returns to 
crop and commodity studies. There are finally some fifty pages of statistics. 
Even in these days when surveys proliferate Weltwirtschaft represents a useful 
addition.] 


Swiss 


EuckEeN (WALTER). Grundsatze der Wirtschaftspolitik. Bern : 
Francke (Tubingen : J.C. B. Mohr), 1952. 93”. Pp. lx + 396. 


[To be reviewed. ] 


GassER (Dr. CHRISTIAN) and Meyer (DR. WERNER). Der 
schweizerische Kapitalmarkt. Zurich: Verlag, 1952. 8”. Pp. 9+ 
176. Swiss Fr. 19.80. 

[A study of the supply and distribution of different categories of savings in 
Switzerland over the last twenty years.]} 


GERBER (ERwin). Veranderungen der Einkommensverteilung in 
England, 1938-1948. Bern: Francke, 1952. 9”. Pp. vi + 162. 


[A thorough study of the recent changes in British income distribution 
which is based in the main on the material available in national-income white 
papers. The first part brings together the evidence of the changes in the shares 
of wages, salaries and other forms of income in the total of personal incomes. 
Later parts deal respectively with taxation and with prices and real income.} 


Dutch 


Detreaauw (J. G. M.) and Massizzo (A. I. V.) De Financiéle 
Positie ven de Middengroepen in Loondienst. The Hague: Centraal 
Planbureau, 1952. 93”. Pp. 44. 


[A careful and well presented comparison of middle class real and money 
incomes in 1938 and 1951.) 


HartTHoorn (M. A. G.). Het Nationale Plan Tegenover Het 
Socialistische Plan. Amsterdam: H. J. W. Becht, 1952. 8”. 
Pp. 3 + 57. 


[A criticism of the economic policy of the Dutch Labour Party.] 


Smutpers (Ant. M. F.). Inkomensverdeling en Werkgelegenheid. 
Leiden: H. E. Stenfert Kroese N.V., 1952. 9”. Pp. v+ 174. 
f. 9.75. 


[After a statistical account of changes in the distribution of the national 
income of Holland during recent years, Dr. Smulders goes on to devote the greater 
part of his monograph to analysing the likely consequences of the increase in the 
equality of incomes which is the outstanding feature revealed. He argues that 
the conjunction of high wage-rates with low productivity represents a grave 
danger to the solvency of the Dutch economy and to the maintenance of full 
employment in face of international competition. For this reason he is of the 
opinion that resort to sliding-scale agreements connecting wages with the price 
level is above all to be avoided. ‘‘ The adjustment of the distribution of the 
national income to the economically possible ”’ is fundamentally in the interest of 
the workers no less than of other groups.] 
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Tialian 


CrosaRA (A. A.). Della Classe di Reddito Medio e Delle Classi 
Rivoluzionarie. Padua: Gregoriana, 1952. 93”. Pp. 3+ 64. 
L. 450. 


[To be reviewed.] 


CrosaRa (A. A.). Il Guidizio Economico, la Proprieta e il 
Tempo Nella Questione Sociale. Université degli studi di Perugia, 
1951. 94". Pp. 1 + 288. 


[To be reviewed. ] 


Fossatr (ERALDO). Frammenti di Teoria Dinamica. Trieste: 
Universita di Trieste, 1952. 94”. Pp. 10 + 135. 

[This is a collection of six essays on theoretical econdmics published by 
Professor Fossati at various dates between 1935 and 1949.] 


Gritti (CaRLO). Introduzione allo studio de l’utilité pubblica 
nell’economica. Milan: Rivista Internazionale di Scienze Sociali, 1952. 
93”. Pp.3 + 75. 

[This paper on individual and collective choice in economics is reprinted from 
the Rivista Internazionale di Scienze Sociali of 1951-—52.] 


*“MeEpIoBANCA.” Indici e dati relativi ad investimenti in titoli 
quotati nelle borse Italiane (1928-1951). Milan: Banco di Credito 
Finanziario, 1951. 93”. Pp. iii + 193. 

[This handbook contains full particulars of prices and dividends of shares and 
bonds quoted on Italian stock exchanges during the years specified, and also 
provides extensive information on the size and financial positions of the principal 
companies, together with lists of their directors. ] 


Pretri-TONELLI (ALFONSO). Le variazoni delle quantita fiscali in 
Italia dal 1937-38 al 1949-50. Rome: Rivista di Politica Economica, 
1951. 9%". Pp.4+ 26. 

[This statistical study of Italian public finance since before the war is reprinted 
from the Rivista di Politica Economica of October 1951. Inset separately in a 


pocket are a beautifully designed collection of charts, printed on transparent 
paper for convenient comparison with one another. | 


REVISTA ITALIANA DI ECONOMIA DEMOGRAFIA E STATISTICA. Della 
XIII Riunione Scientifica. Rome: Societ&é Italiana di Economica 
Demografia e Statistica, 1951. 94”. Pp. 6 + 568. 


[Proceedings of the Conference held by the Society in October 1950.] 


SARACENO (PasQuaLE). Lo Sviluppo Economico dei Paesi Sovra- 
popolati. Rome: Universale Studium, 1952. 84”. Pp. 7 + 163. 

[The author considers the theoretical concepts most suitable for application 
to the problems of overpopulated countries, and presents a statistical survey of 
the extent of overpopulation in the world at the present time. He concludes by 
discussing the case of Italy at greater length.] 


Vinct (FELIcE). Reddito collettivo e piano d’investimenti. 
Milan : Unione Tipografica, 1951. 9”. Pp. 5 + 55. 


[The three articles brought together in this booklet are each dedicated to 
Professor Brescianius Turroni.] 
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Egyptian 
NATIONAL BANK OF Ecyrpt. The Problem of Economic Order. 
Cairo : National Bank of Egypt, 1951. 94”. Pp. 2 + 38. 


[The ‘‘ problem of economic order,” as expounded by Professor Roepke in 
these lectures, resolves itself into the choice between the “ market economy ” 
and the “‘ office economy,” the latter being the term which, in his opinion, most 
accurately defines the essential characteristics of collectivism. He advances 
reasons for supposing intermediate positions such as ‘‘ market socialism ”’ to be 
chimerical, and then goes on to a comparison of the merits of the two rival orders. 
No reader familiar with the author’s outlook will be surprised to find that this 
comparison works out to the disadvantage of collectivism, on the grounds that 
it is inimical to personal freedom, that it increases the concentration of power, 
that it fosters narrow nationalism and that it carries with it a tendency to chronic 
inflation. This latter association is conceived of as being partly accidental, 
though not on that account less real—the result of the prevalence of Keynesian 
thought amongst collectivists. Professor Roepke’s exposition of these ideas is 
not free from dogmatising nor, indeed, from the occasional non sequitur, but 
it is a forceful and well-presented statement of the viewpoint of economists 
of ‘‘ the continental-liberal ”’ tradition.] 


NurkKsE (R.). Some Aspects of Capital Accumulation in Under- 
developed Countries. Cairo: National Bank of Egypt, 1952. 9%”. 
Pp. 2 + 65. 

[These stimulating lectures are characterised by the lucidity and vigour of 
exposition to be expected of their author. Professor Nurkse starts by showing 
that the need for a balance to be maintained between different branches of 
production in the industrialisation of an under-developed country may be re- 
garded as a dynamic instance of the doctrine that the division of labour is limited 
by the extent of the market; the domestic market in a backward country is bound 
to be small, and the concentration of investment on the production of minerals 
or other primary products will represent the optimum allocation of resources 
only in periods when the prices of primary products have a strong upwards 
tendency. The author emphasises the importance of the distinction between 
densely populated countries with under-employment in agriculture, in which 
labour can, at least in principle, be diverted to the creation of capital goods with- 
out any reduction in consumption per head, even in the absence of improvements 
in agricultural technique, and countries such as many of the smaller Latin 
American states, in which concealed unemployment is not large and an improve- 
ment in agricultural efficiency is a prerequisite of industrialisation. Professor 
Nurkse then goes on to suggest that the principle of interdependent consumption 
habits has application on the international plane, and that awareness of United 
States living standards is an important deterrent to saving and an important 
source of balance-of-payments deficits in some, at least, of the under-developed 
countries of the world. The value of foreign aid to backward countries will be 
largely nullified if consumption standards are allowed to rise in such a way as to 
diminish domestic savings. ‘“‘ There is no solution to the problem of capital 
accumulation without steady and strenuous effort on the domestic front.’’] 


Spanish 
Sarpa (JuAN). Uniones Aduaneras y Uniones Economicas. 
Madrid: Espasa-Calpe, 1951. 12”. Pp. 463-594. 


[This is an extract from a larger work entitled Estudios sobre la Unidad 
Econémica de Europa. After chapters on the Zollverein and on a number of other 
customs unions of the nineteenth century, the author passes on to deal with the 
problems raised by the incorporation of Austria and Czechoslovakia into Germany 
in 1938-40 and concludes with sections on Benelux and on the economic unifica- 
tion of Europe viewed more generally. ] 


Swedish 
Horsten (Ertanp V.). Price Indexes and Quality Changes. 
Stockholm: Bokforlaget Forum Ab. (London: Allen & Unwin), 1952. 
84”. Pp.5 + 136. 26s. 


[To be reviewed.] 
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Hungarian 


HunGARIAN NEWS AND INFORMATION SERVICE. Documents on 
the hostile activity of the United States Government against the 
Hungarian People’s Republic Budapest : Hungarian State Publishing 
House, 1951. 8”. Pp. 5 + 323. 


[The documents included consist chiefly of notes exchanged between the 
governments of the United States and of the Hungarian People’s Republic and 
of extracts from the testimony given at the Mindszenty, Seem and Vogeler 
trials. ] 


Official 
BRITISH 


CoLonIAL OFFICE. Colonial Research 1951-1952. London: H.M. 
Stationery Office, 1952. 10”. Pp. 253. 6s. 6d. 


[To be reviewed.] 


CANADIAN 


CoMBINES INVESTIGATION COMMISSION DEPARTMENT OF JUSTICE, 
Ortawa. Bread and other Bakery Products. Ottawa: Department 
of Justice, 1952. 11”. Pp. ii + 75. 


[This report deals with the events which culminated in June 1951 in the 
boycotting by suppliers of a chain of Winnipeg retail bakers which had been 
engaging in price cutting. The principal question which the report has to 
consider is whether an offence was committed under the Combines Investigation 
Act—the interesting point being that the initiative in seeking to prevent price 
competition came entirely from the bakers’ union and that labour unions enjoy 
special privileges under the Act.] 


CoMBINES INVESTIGATION COMMISSION DEPARTMENT OF JUSTICE, 
Ortrawa. Rubber Products. Ottawa: Department of Justice, 


1952. 114”. Pp.i+ 710. 


[This substantial volume gives the evidence on the basis of which the Com- 
missioner appointed under the Combines Investigation Act reached the conclusion 
that a combine in the meaning of the Act existed in the various sections of the 
industry specified. The report emphasises that the Act does not call upon the 
Commissioner to pass judgment on the reasonableness or otherwise of prices 
charged and profits earned; his task is simply to ascertain whether prices and 
other conditions of sale are determined by the free working of competition, as 
intended by the Act, rather than by collusive arrangements amongst suppliers. ] 


New ZEALAND 


RESERVE Bank OF NEw ZEALAND. Foreign Exchange. Welling- 
ton : Reserve Bank of New Zealand, 1952. 11”. Pp.1+ 35. 2s. 6d. 
[This is a collection of a useful series of brief articles originally published in 
the monthly Bulletin of the Reserve Bank of New Zealand dealing in outline with the 


principal problems of foreign exchange and international economic relations at 
the present time, with particular reference to the New Zealand economy.] 


AMERICAN 


ECA SpectaL Mission To THE UNITED Kinepom. The Sterling 
Area. An American Analysis. London, 1951. Washington: U.S. 
Government Printing Office. London: H.M. Stationery Office, 1952. 
10”. Pp. 13 + 672. 2ls. 

[To be reviewed.] 
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ORGANISATION FOR EUROPEAN Economic Co-OPERATION. General 
Statistical Bulletin. Paris: Chateau de la Muette, 1951. 12”. 
Pp. 1 + 20. 

[This monthly publication contains statistics of production, prices, trade and 
finance for the eighteen member countries and for the U.S.A. and Canada. 
It is designed to facilitate comparisons between country and country, as well as 
to show the chief trends for Western Europe as a whole.) 


INTERNATIONAL : 


BANK FOR INTERNATIONAL SETTLEMENTS. Index of Annual 
Reports 1 to 20. 1930-1931 to 1949-1950. Basle: Bank for 
International Settlements, 1952. 114”. Pp. 1+ 125. 


[The staff of the Bank for International Settlements are to be congratulated 
on having brought out this well-designed guide to the contents of the Bank’s 
annual reports over the last twenty years. It would be a very welcome 
assistance to students if this example were followed by other international 
organisations which produce similar annual surveys. 


EUROPEAN PAYMENTS Unron. Second Annual Report of the 
Managing Board for the year ended 30th June, 1952. Paris: Organisa- 
tion for European Economic Co-operation, 1952. 94”. Pp. 7 + 54 
and annexes. 

[This report covers the year July 1951 to end-June 1952. The main events 
have been the persistence of the extreme creditor positions of Belgium and 
Luxemburg, the dramatic swing from net creditor to extreme debtor position 
of the United Kingdom and France and the emergence of Germany and the 
Netherlands as substantial creditors. The report discusses very fully the con- 
sequent strains and difficulties and the problems that confront the Payments 
Union for the future. It provides the most convenient source of all the relevant 
statistics. ] 


INTERNATIONAL LABOouR OrricE. Textile Wages. Geneva : Inter- 
national Labour Office, 1952. 94%”. Pp. vi-+ 126. 4s. 6d. 

[The original material in this report lies chiefly in the data provided on hourly 
wage-rates in textile industries throughout the world, reduced as far as possible 
to comparable form, and set against various measures of the cost of living. 
Interesting tables are given showing the relation between wages in textiles and 
industrial wages generally in the different countries of the world, and separate 
particulars are provided of the earnings of male and female operatives where 
this distinction can be made. In a concluding chapter, the figures of wage- 
rates are discussed in conjunction with certain well-known estimates of 
productivity, in order to cast light on problems of international competition. ] 


INTERNATIONAL MONETARY Funp. Annual Report for the year 
ended April 30, 1952. Washington: International Monetary Fund, 
1952. 9”. Pp. v + 153. 


[To be reviewed. ] 


Low TarirF CLus. A Council of Europe contribution to the study 
of the problem of lowering customs barriers as between member- 
countries. Strasbourg: Council of Europe, 1952. 10”. Pp. 9+ 
118. 


[To be reviewed.] 


UnitTep Nations. A Brief Statement on the Uses of Sampling in 
Censuses of Population, Agriculture, Public Health and Commerce. 
New York : United Nations, 1948. 104”. Pp.6+ 15. 25 cents. 

[A brief and non-technical, but none the less meaty, account of uses and 


methods of sampling, prepared for circulation to official statisticians. The author 
is Dr. W. E. Deming.]} 
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Unitep Nations. Catalogue of Economic and Social Projects 
1952. New York: United Nations, 1952. 11”. Pp.iii+ 147. Ils. 
[The current work of the secretariats of the United Nations and of the 


specialised agencies in the economic and social fields are here enumerated and 
described. ] 


UnitEp Nations. Cocoa Situation Report No. 3. Rome: 
United Nations, 1952. 11”. Pp.2+ 45. 25 cents." 


[An analysis of world production and trade in cocoa during the year 1951/52.) 


Unitep Nations. Public Finance information papers: Peru. 
New York: United Nations, 1951. 11”. Pp. 3-+ 612. 2s. 

[The Peruvian economy differs from that of many Latin American countries 
in its heavy dependence on agriculture. The production of minerals being 
of relatively minor importance. This document discusses the fiscal situation in 
Peru both from the standpoint of detailed administration and with reference to 
more general problems connected with the development of the economy.] 


Unitep Nations. Report of an exploratory Mission of the United 
Nations on the Economic and Social Development of the Department 
of Cuzco (Peru). New York: United Nations, 1952. 11”. Pp. ii + 
18. ls. 9d. 

[This report contains recommendations relating to the rehabilatation area 


centred on the ancient Inca capital of Cuzco in the Andean highlands of Peru, 
which was desolated by an earthquake in May 1950.] 


Unitep Nations. International Tax Agreements. Volume III. 
World Guide to International Tax Agreements, 1843-1951. New York: 
United Nations, 1951. 10”. Pp. vi+ 359. 30s. 


[A detailed catalogue of 480 international agreements for the avoidance of 
double taxation and the prevention of fiscal evasion. | 


UnitEp Nations. Yearbook of International Trade Statistics, 
1951. New York: United Nations, 1952 (London: H.M. Stationery 
Office). 11”. Pp.3-+ 272. 17s. 6d. 


[This is the second issue of the new United Nations’ series. It covers fifty-two 
countries as against forty-two in the first issue. For twenty of the countries, 
accounting for about 60% of world trade, it has been possible to analyse the trade 
according to the standard international trade classification. | 
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Translations prepared for the International Economic Association 


No. 2 
Value and Price in the Marxian System... ea =" a ... L. Von Bortkiewicz 
Some Remarks on Economic Accounting and the Law of Value ee —_ ae wis ... TT. Dietrich 
On the Measurement of Utility of Public Works ... ee Je nar ne 7 ate vn J. Dupuit 
David Davidson .... ie os iat one ine ie ot sits ron E. F. Heckscher 
Risk and the Rate of Interest ee eed nial cad is id oni on a ea ni P. Massé 
The Illusion of Fixed Costs sate bias aed _ wan on oe cae pm H. A. A. de Melverda 
Principles of Production Planning... ; = a .. GU. Papi 
Structural Changes on the Labour Market and Mobility of the e Wage: Level pets oes _ K. Philip 
Property and Power in the Theory of Distribution ne os ns oe ..  £. Preiser 
Wage Level, Employment, and Economic Structure __... oe aoa ae a hea D. B. J. Schouten 
London 1952 New York 
MACMILLAN & CO. LTD. THE MACMILLAN COMPANY 








ROYAL STATISTICAL SOCIETY 


The Journal of the Royal Statistical Society is published in two series: Series A (GENERAL), 
four times a year, 15s. each part, annual subscription £3 1s. post free; Series B (METHODO- 
LOGICAL), two issues a year, 22s. 6d. each part, annual subscription 45s. 6d. post free. 


CONTENTS OF CURRENT ISSUE 
Series A (General), Vol. CXV, Part III, 1952 
Consumption of Raw Materials in the United Kingdom :_ 1851-1950 
By C. T. SAUNDERS. (With Discussion.) 
Accident Proneness: A Criticism of the Concept based, upon an Analysis of Shunters’ Accidents 
y A. M. ADELSTEIN. (With Discussion.) 


uota Sampling .. oi a: os x ea ‘ By C. A. MOSER 
lothing Statistics “e os a a By J.R. Whasneneu RN 
Wholesale Prices in 1951 . By THE Ebrror OF The Statist 


Reviews of Books, Statistical and Current Notes, Periodical Returns, Additions to Library 
For particulars of Fellowship apply to: 
The Secretary, Royal Statistical Society, 4 Portugal Street, London, W.C.2 














ECONOMICA 


Published Quarterly 
32nd Year : New Series, Vol. XIX, No. 76 November, 1952 


THE CLASSICAL MONETARY THEORY: THE OUTCOME OF THE DISCUSSION 
Gary S. Becker and William J. Baumol 


THE EVALUATION OF FEDERAL GRANTS ... ove aes sas one .. A.D. Scott 
A NOTE ON RAILWAY CONSTRUCTIONAL COSTS 1825-1850 oe “ os Harold Pollins 
PRICE CHANGES AND THE STABILITY OF THE BALANCE OF TRADE ous W. Beckerman 
SOME QUESTIONS ABOUT RICARDO... ove ose ove ose ove ove .. TT. W. Hutchison 


BOOK REVIEWS 


Annual Subscription £1 1s. Od. per annum, post free. Copies can be obtained from any bookseller or from the Publication 
Department of the London School of Economics, Houghton Street, London, W.C.2. 








OCCUPATIONAL PSYCHOLOGY 


Quarterly Journal of Independent and Vocational Psychology 


OCTOBER, 1952 VOLUME XXVI, No. 4 
The Evaluation of Human Relations Training for Supervisors = ae ... by Peter F. C. Castle 
Job Attitudes and Job Choice Among Secondary Modern School Leavers (II) ... by Gustav Jahoda 
A Report on a Study of the Rehabilitation Services of Great Britain hn ine by H. G. Maule 
A New Indicator of Machine Tool Travel one rane by C. B. Gibbs 


The Linear Relationship Between Age and Score of Adults Pam matinaens Tests by D. F. Vincent 
Annua | Subscription 30/- 


National Institute of Industrial Psychology, 14 Welbeck Street, London, W.1 


























POPULATION STUDIES — 


A Journal of Demography 


— 


Vol. VI, No. 2 November, 1952 
Theory of Population and Modern Economic Analysis. I. . ... Avan T. Peacock | 
Differential Fertility in Ontario. An Application of Factorial Design to a setae a 
EYFITZ 
Territorial Differentials in Fertility in the Union of South Africa—1911-1936 L.T. BapEnnorsr 
Attitudes to the Census and Vital Registration in East Africa ... eu .. J. E. GotprHorre 
Social Welfare Measures for Families with Children in Denmark ove ows are H. Gite 


Book Reviews 
Books and Publications Received 


Published for the Population Investigation Committee 
by the Cambridge University Press, Bentley House, veins N.W.1 | 


























THE REVIEW OF ECONOMIC STUDIES 


NO. 51 (VOL. XX, NO. 1) NOVEMBER, 1952 
DEMAND, SUPPLY AND THE PRICE LEVEL IN MACRO-ECONOMIGS .... +» Hugh Rose 
EXTERNAL ECONOMICS AND THE SUPPLY CURVE .... Robert W. Adams, John T. Wheeler 
A COMPARISON OF ORGANISATION THEORIES ove oes oe ues .. H. A. Simon 
ESTIMATING DEPARTMENTAL INTERVENTION ves sion a ove Edward Nevin 
THE PRODUCTION FUNCTION IN LEONTIEF MODELS se we .-. Burgess Cameron 
THE FUTURE OF THE UNITED KINGDOM'S LONG-TERM CONTRACTS W. Beckerman 
MR. GOTTLIEB ON MARX: A COMMENT see > _ Ronald L. Meek 


MR. GRAAFF’S PRODUCER-CONSUMER THEORY: A RE- STATEMENT AND CORRECTION 
Robert W. Clower 
Annual Subscription 21s. from Vol. 20. 


Communications to the Secretary of The Review of Economic Studies, 4 Trumpington Street, Cambridge 











THE EUGENICS REVIEW 


VOLUME 44, No. 3 OCTOBER, 1952 


NOTES OF THE QUARTER: Dr. C. P. Blacker: Family Size, Marital Adjustment and Family Planning: Psychopathology 
of Identical Twins: Race and Athletics: India’s Planning Commission’s Five Year Plan and the Population Problem: Nazi 
“* Eugenic "’ Experiments: Birth Control and the World Health Organization. 


THE BIOCHEMISTRY OF CONCEPTION CONTROL N. W. Pirie 
SOCIAL STATISTICS OF BRITAIN C. F. Arden-Close 
RACE AND ATHLETICS Adolphe Abrahams 
J. B. Ss HALDANE ON EUGENICS C. P. Blacker 
EUGENICS: GALTON AND AFTER Charles Galton Darwin 


THE EUGENICS SOCIETY: Annual Meeting 


Price: Three Shillings per issue and Twelve Shillings per annum, post free 
Issued free to Fellows and Members of the Eugenics Society 


THE EUGENICS SOCIETY CASSELL & COMPANY, LTD. 
69 ECCLESTON SQUARE 37/38 ST. ANDREW'S HILL 
LONDON, S.W.| QUEEN VICTORIA STREET, LONDON, E.CA 








THE CANADIAN JOURNAL OF ECONOMICS & POLITICAL SCIENCE 


The Quarterly Journal of the Canadian Political Science Association 





VOLUME XVIII, NO. 1 FEBRUARY, 1952 
Recent Devel ts in C dian Federalism a me a iets a. .. D.C. Rowat 
Usury Restrictions in a Mercantilist Economy jon J. C. RrzeMERsSMA 
An Appraisal of the Primary Data used in Canadian Penitentiary § Statistics oe B. N. MELTZER 
Urban Building and Real Estate Fluctuations in Canada _... ee es K. A. H. Buckiey 
Family Compact and the Welland Canal Co. ... . oe ay ... H.G, AITKEN 
Representation in the House of Commons in the 21st Dectianent J. R. Witirams 
Notes and Memoranda, Review Articles, Reviews and Bibliography 
ANNUAL SUBSCRIPTION, $4.00 SINGLE COPIES, $1.00 


Subscriptions may be sent to THE UNIVERSITY OF TORONTO PRESS, TORONTO, CANADA 
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THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


VOL. XX, No. 3 SEPTEMBER, 1952 


THE POLITICO-ECONOMIC BACKGROUND OF JAN VAN RIEBEEK’S SETTLEMENT 
Professor H. M. Robertson 
THE FINANCE OF INTERNATIONAL ECONOMIC CO-OPERATION IN PEACE AND WAR 


I. S. Lloyd 
THE NOTION OF THE VOLUME OF MONEY se ove ou Professor W. H. Hutt 
J. M. KEYNES. PART II.—HIS THEORY (Review ‘Article) on me % H. R. Burrows 
SOME ECONOMIC REPERCUSSIONS OF DEPRECIATION POLICY . ose ... O.P. F. Horwood 
INDUSTRIAL RELATIONS IN SOUTH AFRICA. A COMMENT ese ° os W. C Rudkin 
THE PROBLEM OF INFLATION (Review Article) . James A. Henry 


THE ECONOMIC SOCIETY OF SOUTH AFRICA. Proceedings. at the Twenty-fifth Annual General 
Meetin: 
Reviews : Gaion Official Publications : Recent Periodicals and New Books 
Single copies at 7s. 6d. per copy, obtainable from the Central News Agency Ltd., and all leading booksellers. 
Overseas Agents for subscriptions {1 5s. od. per annum and single copies (7s. 6d. ‘each), Messrs. Staples Press Ltd. 
Mandeville Place, London, W.r. 
Subscriptions to the Journal {1 5s. od. per annum and enquiries regarding advertisement tariffs to the Secretary, 
P.O. Box 5316, Johannesburg. 








THE AMERICAN ECONOMIC REVIEW 


VOL. XLII, NO. 2 JUNE, 1952 
The Current State of Profit Theory os we jee bie ae — ris .. R.M. Davis 
The Robertsonian Evolution - : = ie oe ~- ... W. FELiner 
Spatial Price Equilibrium and Linear Programming - ee : P. A. SAMUELSON 
Monetary Policy and the Treasury Bill Market ove coe po _ os D. A. ALHADEFF 
A Sugar Policy for the U.S.A. one ~ oni ae wie B. C. SwWERLING 
Rearmament and a More Flexible Tariff Structure “ae nas K. PRIBRAM 


Reviews of Books, Titles of New Books, Pestedienie, Notes. 


The American Economic Review, a quarterly, is the official publication of the American Economic Associa- 
tion and is sent to all members. The annual dues are $6.00. Address editorial communications to Dr. Paul 
T. Homan, Editor, American Economic Review, University of California, 405 Hilgard Avenue, Los Angeles 
24, California; for information concerning other publications and activities of the Association, communicate 
with the Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 
University, Evanston, Illinois. Send for information booklet. 
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Inventory Control in Theory and Practice - oes ae un “ T. M. Waitin 
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Taxation and Incentive in ‘Mobilization: : 
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K, KaysEn nA ... The Minimax Rule of the Theory of Games and the Choice of Strategies under 
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C. G. Paiprs ae ae set ee ee se — -- Money in the Utility Function 
A. PIKLER .., as ia — ; oe ae _. The ‘Quanto -kinetic Model of the Monetary Theory 
G. L. S. SHACKLE ... te soe ae — ee oe one ... The Nature and Role of Profit 
J. Tinpercen... —_ ” aa i ii on _feme Neglected Points in Demand Research 


Published every four months. Subscription rate $6 per year. Communications to the Editor should be addressed to 
Professor Eraldo Fossati, Universita, Trieste. Communications regarding subscriptions should be sent to Licinio Cappelli, 
Corso 12, Trieste, or G. E. Stechert, 31 East roth Street, New York City. 





iii 











Edited by Earl J. Hamilton 
DECEMBER 1952 


A Sketch of American Business Organization, 1832-19 

Toward a General Theory of Price, Income, and Money 

Medical Expenditures and Medical Deduction Plans . pe 
Fiscal Policies for Full Employment: A Diagrammatic Analysis nee 
Federal Grants and Resource Allocation ... a 
A Reply 


THE JOURNAL OF POLITICAL ECONOMY | 


The Expected-Utility Hypothesis and the eng ee | of waa. - Milton F. venenes and L. J. Savage 
00 ‘ oe Evans, Jr, 

Edward J. Mishan 
James E. Jensen 
— G, —— 
D. Scott 

James M. yf ee hee 





Book Reviews and Books Received — 
FOUNDED IN 1892. Published bi-monthly: February, April, June, August, October, 
December. Subscription rate $6.00 per volume. Single copy $1.50. Special rates: $5.00 
per volume for faculty members teaching business or economics. $3.00 per volume for 
graduate students in business or economics. Canadian postage 20 cents. Foreign postage 
50 cents, 


Tke University of Chicago Press—5750 Ellis Avenue, Chicago 37, Ill. 








REVUE DE SCIENCE ET DE LEGISLATION FINANCIERES 


(The French Review of Public Finance) 
NUMBER 1, JANU ARY-MARCH, 1953 
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